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May 30, 2012

"I'E_J-mtONE(803) 77141555
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VIA E-FILING

Jocelyn D. Boyd, Esquire
Chief Clerk and Administrator

South Carolina Public Service Commission

101 Executive Center Drive

Columbia. SC 29210

.,2/q- (---.

RE: Application of Crexendo Business Solutions, Inc. lbr a Certificate of Public
Convenience and Necessity to Provide Local Exchange and Interexchange

Telecommunications Sen, ices Using Voice over lnternet Protocol technology

Dear Ms. Boyd:

Enclosed please find for filing the Application of Crexendo Business Solutions, Inc. for a Certificate
of Public Convenience and Necessity to Provide Local Exchange and Interexchange

Telecommunications Sen'ices Using Voice over lntemet Protocol Technology. Also enclosed is a

Motion lbr Protective Treamlent seeking conlidential treatment of the facilities schematic found in

Exhibit F filed under seal. Under separate cover via U.S. Mail, a copy of Exhibit F containing the

conlidential facilities schematic is being liled under seal and served with the Application and Motion

tbr Protective Treatment upon the Office of Regulatory Staff under seal. Also enclosed is a

Certificate of Sen, ice on the Office of Regulatory Stall'.

If you have any questions, or if I may provide you with any additional infonnation, please do not

hesitate to contact me.

/ Scott Elliott

S_mjl
Enclosures

cc: C. Dukes Scott, Esquire w/enc.

Lance J.M. Steilflmrt, Esquire



BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

IN RE: Application of

Crexendo Business Solutions, Inc.

For a Certificate of Public

Convenience and Necessity to

Provide Local Exchange and

Interexchange Telecommunications Services

Using Voice over Internet Protocol Technology

DOCKET NO.

APPLICATION OF CREXENDO BUSINESS SOLUTIONS_ INC.
FOR AUTHORITY TO PROVIDE RESOLD AND FACILITIES-BASED

LOCAL EXCHANGE AND INTEREXCHANGE SERVICE

Crexendo Business Solutions, Inc. CCrexendo," "Applicant," or "the Company"),

pursuant to S.C. Code Ann. § 56-9-280(B) _ and Section 253 of the Telecommunications Act of

! 996, 2 respectfully submits this Application for Authority to Provide Resold and Facilities-Based

Local Exchange and Interexchange Service using Voice over Internet Protocol CVoIP")

Technology in the State of South Carolina ("Application"). Applicant requests for its local

exchange service offerings to be regulated in accordance with procedures authorized for

NewSouth Communications by Order No. 98-165 in Docket No. 97-467-C; and for its

interexchange service offerings to be regulated in accordance with procedures established for

alternative regulation by Order Nos. 95-1734 and 96-55 in Docket No. 95-66 I-C.

Applicant notes that its voice service offerings are provided using Internet protocol ("IP")

technology similar to that of Time Warner Cable Information Services (South Carolina), LLC

_As amended by Act No. 354, signed by the Governor on June 6, 1996.
2Telecommunications Act of 1996, 47 U.S.C. § 253 (1996).



d/b/aTime Warner Cable and should be regulated in accordance with procedures authorized for

Time Warner Cable by Order No. 2004-213 in Docket No. 2003-362-C.

Crexendo plans to provide resold and facilities-based telecommunications and voice

services to business customers throughout the state. Applicant provides its voice service using

lP technology, the Company's privately managed IP network, and the public switched telephone

network ("PSTN"). Applicant intends to provide such service to customers located in non-rural

local exchange carriers' service areas of South Carolina. Should its Application be granted,

Crexendo plans to commence offering service immediately. Applicant will negotiate any

necessary interconnection/resale agreements with BellSouth Telecommunications, Inc. d/b/a

AT&T South Carolina to provide local service in any given rate center where only ILECs such as

AT&T of South Carolina offer services. Applicant utilizes Level3 as its underlying inbound

carder and Level3, Veracity, and XO as its underlying outbound carriers.

Approval of this Application will promote the public interest by increasing the level of

competition in the South Carolina telecommunications market. Ultimately, competition will

compel all telecommunications service providers to operate more efficiently and pass the

resulting cost savings on to consumers. In addition, as a result of competition, the overall quality

of local exchange and interexchange service will improve.

In support of its Application, Crexendo states as follows:

I. Introduction

I. The name and address of the Applicant are:

Crexendo Business Solutions, Inc.

1615 South 52rid Street

Tempe, Arizona 85281
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II.

All communications regarding this Application should be directed to Crexendo's

attorneys of record:

Lance J.M. Steinhart

Lance J.M. Steinhart, PC

1725 Windward Concourse, Ste 150

Alpharetta, Georgia 30005

Telephone: 770/232-9200
Facsimile: 770/232-9208

lsteinhart@telecomcounsel.com

Scott Elliott, Esquire

Elliott & Elliott, P.A.

1508 Lady Street

Columbia, SC 29201

Telephone: 803/771-0555
Facsimile: 803/771-8010

selliott@elliottlaw.us

Questions concerning Crexendo's ongoing operations should be directed to:

Jeff Kom, Secretary
Crexendo Business Solutions, Inc.
1615 South 52 "d Street

Tempe, Arizona 85281

Telephone: 801/227-0004

jkom@crexendo.com

The name and address of Crexendo's registered agent in South Carolina is:

Incorp Services, Inc.
317 Ruth Vista Road

Lexington, South Carolina 29073

In support of this Application, the following exhibits are attached hereto:

a°

h°

c.

d.

e.

f.

Exhibit A - Crexendo's Articles of Incorporation filed with the Secretary of State

for the State of Arizona;
Exhibit B - Crexendo's Certificate of Authority to Operate in South Carolina as a

Foreign Corporation;
Exhibit C - Crexendo's Financial Information;

Exhibit D - Biographies of selected Crexendo management;

Exhibit E - Proposed Tariff; and
Exhibit F - Crexendo's CONFIDENTIAL Network Diagram.

Description of the Applicant

1. General Information

Applicant is an Arizona Corporation. The company is headquartered at 1615 South 52nd

Street, Tempe, Arizona 85281.



2. CustomerService

Crexendo's customer service representatives are available to assist its customers and will

promptly respond to all customer inquiries. Customers may call (866) 621-6111 toll free or a

local number provided. The applicable toll free or local numbers will be printed on customers'

monthly billing statements. Alternately, customers wishing to communicate with a Crexendo

customer service representative in writing may send written or electronic correspondence to

Crexendo at:

Crexendo Business Solutions, Inc.
ATTN: Customer Service

1615 South 52nd Street

Tempe, Arizona 85281

crexendo@myquickresponse.com

Crexendo's customer service representatives are prepared to respond to a broad range of

service matters, including inquiries regarding: (1) the types of services and plans offered by

Crexendo and the rates associated with such services; (2) monthly billing statements; (3)

problems or concerns pertaining to a customer's current service; and (4) general service matters.

III. Crexendo Possesses the Finaneial_ Manageriai_ and Technical Expertise Necessary,

to Provide Local Exchange and lnterexehange Service

Crexendo possesses the requisite financial, managerial, and technical capabilities to

operate as a competitive telecommunications provider. These capabilities are explained below.

1. Financial Qualifications

Crexendo is financially able to provide the services proposed in its tariffas evidenced by the

financial information provided in Exhibit C. Crexendo is a wholly owned subsidiary ofiMergent,

Inc. ("iMergent"), a publicly traded company. See copy of iMergent's SEC Form 10-K for period

ending December 31, 2010 is attached as Exhibit C.



2. Managerial Qualifications

Crexendo's senior management team is highly skilled, having acquired considerable

experience in the telecommunications industry. Using this extensive expertise, Crexendo's

management team has developed innovative marketing strategies. In conjunction with effective

financial and operational measures, these marketing strategies will enable the company to offer

South Carolina business consumers quality service at competitive rates, overall resulting in a

superior telecommunications market in South Carolina.

3. Technical Qualifications

As mentioned above, Applicant's key management personnel have significant business

and telecommunications experience. Crexendo is currently authorized to provide traditional

local exchange and/or interexchange service as well as local exchange and/or interexchange

service through VoIP technology in all states across the United States, Ohio and South Carolina

excepted. In addition to key management experience, Applicant will also rely upon the technical

expertise and telecommunications experience of its underlying carriers.

As mentioned, Crexendo provides its voice service using IP technology, the Company's

privately managed IP network, and the PSTN. These voice services are offered to commercial

business customers. These services, which are comprised of non-voice transmission services,

provide high-capacity, point-to-point, point-to-multipoint and multipoint-to-multipoint dedicated

connections between and among one or more customer locations and/or Crexendo. The services

may utilize Ethernet interfaces, optical fiber and/or coaxial cable facilities and are designed and

provisioned pursuant to contracts with customers. Services are more completely described in the

Proposed Tariff attached as Exhibit E and incorporated by reference.
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Crexendo'sVoIP Service is a cloud based offering. Crexendo renders its services from a

data center that is PCI compliant and offers many layers of redundancy to provide highly

available VolP services to its customers. Crexendo is building another data center in another

location; such data center should be operational this year. Crexendo will resell the facilities and

services of AT&T of South Carolina if and as necessary to provide local service.

Applicant seeks authority to resell and provide through its own facilities local exchange

and interexchange services throughout the State.

Crexendo delivers all of its VolP services from its facilities, described above, to its

devices (phones and adapters) hooked in the customer premise. 3 These services are delivered

over the Intemet using standards based protocols such as SIP, HTTP, RTP, and RTCP. Every

Crexendo customer is required to have high-speed internet. Crexendo offers many telephony

features including, but not limited to:

* Basic Telephony Services such as Placing and Receiving calls

• Local, Long distance and International calling

• Call Waiting, Caller-ID
• Voicemail

• Music-On-Hold

. IVRs (Interactive Voice Response)

• Hunt Groups (Automatic Call Distribution)

Crexendo leverages its partnerships with carriers and vendors that offer E-911 and Local

Number Portability Services.

Crexendo's Service will be available on a full-time basis, twenty-four (24) hours a day,

seven (7) days a week, to customers within the geographic boundaries of the State of South

Carolina. Customers will be billed by Applicant. Applicant is committed to providing access to a

See Exhibit F for the Company's Network Diagram.
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local operator, directory assistance, 911 services, and dual relay services. Applicant is also

willing to accept its obligations to collect 91 ! and dual relay service surcharges from its local

exchange customers, and to remit those funds to the appropriate authorities.

Crexendo is currently providing resold and facilities-based local exchange and

interexchange service via traditional and/or VoIP technology in all states across the United

States, except Alaska, Ohio, Oklahoma, and South Carolina.

As the foregoing illustrates, Cre×endo possesses considerable telecommunications

expertise. Crexendo is technically qualified to provide local exchange and interexchange service

in South Carolina.

IV. Approval of Crexendo's Application is in the Public Interest

Granting Crexendo's Application is consistent with S.C. Code Ann. § 58-9-280(B), as

amended by 1996 Act No. 354, and, in that regard Applicant makes the following representations

to the Commission:

a. Applicant possesses the financial, managerial, and technical resources sufficient
to provide the services requested;

b. Applicant's services will meet the service standards required by the Commission;

c. The provision of local and interexchange services by Applicant will not adversely
impact the availability of affordable local and intere×change service;

d. Applicant, to the extent it is required to do so by the Commission, will participate
in the support of universally available telephone service at affordable rates; and

e. The provision of local and interexchange services by Applicant will not adversely
impact the public interest.

The demands of a competitive market are a better means to achieve affordability and

quality of service than a monopoly environment, which is especially important and relevant to

7



the VolP telecommunications industry. As competitors vie for market share, they will compete

based upon price, innovation and customer service. Those providers that offer consumers the

most cost effective and quality products will gain market share. In contrast, providers whose

products do not meet the needs of consumers will lose market share and, ultimately, be

eliminated from the industry.

Crexendo's entry into the market will not unreasonably prejudice or disadvantage any

telephone service providers. Incumbent LECs presently serve a large majority of the local

exchange customers in South Carolina. The major advantages of incumbency (i.e., ownership of

the existing local network as well as access to, and long-standing relationships with, every local

customer) constitute a substantial obstacle to new entrants. Moreover, competition will stimulate

the demand for the services supplied by all local service carriers, including those of the

incumbent LECs. Thus, in a competitive market, there will be increased potential for such LECs

to generate higher revenues. Additionally, in a competitive market, incumbent providers will

have market incentives to improve the efficiency of their operations, thereby reducing their costs

and ultimately costs to end users. Finally, it is important to recognize that in a competitive

market, incumbent LECs will derive revenues from both reseilers of their local exchange and

interexchange services as well as facilities-based competitive local exchange providers.

Currently, South Carolina businesses have a limited choice with regards to the provision

of voice service over IP technology. Because of bandwidth efficiency and the low costs that

VoIP technology can provide, businesses are migrating from traditional copper-wire telephone

systems to VoIP systems to reduce costs. A competitive local and interexchange service market

comprised of incumbents and competitive providers with IP technology such as Crexendo will

8



offera competitiveoptionand, therefore, will better satisfy the needs of various business market

In this regard, approval of this Application is clearly in the publicsegments in South Carolina.

interest.

V. Description of Services Offered

For informational purposes, Crexendo has filed with this Application a Proposed Tariff',

which contains a description of services to be provided, all rules and regulations applicable to

such services, and proposed rates for such services (Exhibit E). Prior to providing service to the

public in South Carolina, Crexendo will file a complete Final Tariffwith the Commission.

VI. Waivers and Regulatory Compliance

Crexendo requests that the Commission grant it a waiver of those regulatory requirements

inapplicable to competitive local service providers such as Crexendo. Such rules are not

appropriate or necessary for competitive providers and constitute an economic barrier to entry

into the local exchange market.

1. Financial Record-Keeping System

a. USOA Requirements

Crexendo respectfully requests that it be exempt from any record-keeping rules or

regulations that might require it to maintain its financial records in conformance with the

Uniform System of Accounts ("USOA"). The USOA was developed by the FCC as a means of

regulating telecommunications companies subject to rate base regulation.

As a competitive carrier, Crexendo maintains its book of accounts in accordance with

Generally Accepted Accounting Principles ("GAAP"). Neither the FCC, nor the Commission,

has required Crexendo to maintain its records under the USOA for purposes of Crexendo's



interexchange operations. Thus, Crexendo does not possess the detailed cost data required by

USOA, nor does it maintain detailed records on a state-specific basis. As a competitive provider,

Crexendo's network operations are integrated to achieve maximum efficiency. Having to

maintain records pertaining specifically to its South Carolina operations would place an extreme

burden on Crexendo.

Moreover, Crexendo asserts that because it utilizes GAAP, the Commission will have a

reliable means by which to evaluate Crexendo's operations. Therefore, Crexendo hereby

respectfully requests to be exempt from any USOA requirements of the Commission.

b. In-state Records Requirement

In addition, the Company hereby respectfully requests a waiver of 26 S.C. Code & Ann.

Regs. 103-610, which requires books and records to be kept in the State of South Carolina. The

Company desires to keep its books and records at its principal place of business.

2. Local Exchange Directories

Applicant respectfully requests a waiver of the requirement contained in 26 S.C. Code

Ann. Pegs. 103-631 to publish and distribute local exchange directories. Crexendo will make

arrangements with the incumbent LECs whereby the names of Crexendo's customers will be

included in the directories published by the incumbent LECs. LEC directories will also be

modified to include Crexendo's customer service number. These directories will be distributed

to Crexendo's customers. This approach is entirely reasonable and will have a direct benefit to

the customers of both Crexendo and the incumbent LECs since they need only refer to one

directory for a universal listing of customer information. It would be an unnecessary burden on

Crexendo to require that it publish and distribute its own directory to all customers located

10



within eachexchangearea,particularlysincenearlyall of thesecustomerswill becustomersof

the incumbent LECs. It is more efficient for Crexendo to simply include its limited customer list

in the existing directories of the incumbent LECs.

3. Flexible Regulation of Local Services and Alternative Regulation of
Interexchange Services

Applicant respectfully requests that its local service offerings be regulated in accordance

with procedures authorized for NewSouth Communications in Order No. 98-165 in Docket No.

97--467-C. Additionally, Applicant respectfully requests that its interexchange service offerings

be regulated in accordance with procedures established for alternative regulation in Order Nos.

95-1734 and 96-55 in Docket No. 95-661-C.

4. Marketing Practices

Pursuant to Commission's Order No. 95-658, Applicant makes the following affirmation

relating to the Applicant's provision of services:

.As a telephone utility under the regulation of the Public Service Commission of South

Carolina, Applicant does hereby assert and affirm that as a provider of intrastate

telecommunications service, Applicant will not indulge or participate in deceptive or misleading

telecommunications marketing practices to the detriment of consumers in South Carolina, and

will comply with those marketing procedures, if any, set forth by the Commission. Additionally,

Applicant will be responsible for the marketing practices of its contracted telemarketers for

compliance with this provision. Applicant understands that violation of this provision could

result in a rule to show cause as to the withdrawal of its certification to complete intrastate

telecommunications traffic within the state of South Carolina.

II



5. Maps

Applicant's local exchange calling areas will initially mirror the service areas of the

incumbent LECs; therefore, Applicant hereby respectfully requests a waiver of the map-filing

requirement contained in 26 S.C. Code & Ann. Regs. 103-612.2.3.

VII. Conclusion

This Application demonstrates that Crexendo Business Solutions, Inc. possesses the

financial, managerial, and technical resources to provide resold and facilities-based local

exchange and interexchange service using VolP technology in the State of South Carolina.

Granting this Application will promote the public interest by increasing the level of competition

in the South Carolina telecommunications market. Ultimately, competition will compel all

telecommunications service providers to operate more efficiently, passing resultant cost savings

on to consumers. In addition, as a result of competition, the overall quality of local exchange

and interexchange service will improve. As stated above, Applicant does not intend to provide

local service to any customer located in a rural incumbent LEC's service area, until Applicant

provides such LECs notice of intent at least thirty (30) days prior to the date of the intended

service.

Wherefore, Applicant respectfully requests this Commission for authority to operate as a

reseller and facilities-based provider of local exchange and interexchange telecommunications

services in the State of South Carolina and for local service offerings to be regulated in

accordance with procedures authorized for NewSouth Communications in Order No. 98-! 65 in

Docket No. 97--467-C; and for interexchange service offerings to be regulated in accordance with

procedures established for alternative regulation in Order Nos. 95-1734 and 96-55 in Docket No.

12



95-661-C, in accordance with this Application and for such other relief as it deems necessary and

appropriate.

Respectfully submitted,

Crexendo Busi_.

._eott Elliott, Esquire
Elliott & Elliott, P.A.

1508 Lady Street

Columbia, SC 29201

(803) 771-0555 (Telephone)

(803) 771-8010 (Facsimile)
selliott@elliotlaw.us (E-Mail)

and

Lance J.M. Steinhart, Esquire

Lance J.M. Steinhart, P.C.

1725 Windward Concourse, Suite 150

Alpharetta, Georgia 30005

(770) 232-9200 (Telephone)

(770) 232-9208 (Facsimile)

Isteinhart@telecomcounsel.com (E-Mail)

A ttorneysfor Applicant

Dated: May 30, 2012

13



VERIFICATION OF Applicant

1, JcffKorn, Secretary to Crexendo Business Solutions, Inc.. all Arizona Corporation. the

applicant for a Certificate of Public Convenience and Necessity fi.m_ the Public Service
Commission of the State of South Carolina. verily' that bascd on inlbrmalion and belief. I have

kqoxvledge of the statements in thc lbregoing Application. and I declare that they are true and

Sworn to me, the undersigned

_ Public on thisdayof t_p_',! .2012.

stale ol'.lZl_x k_-[-atg
County of _-ieopa tX-_-tth

Nodrv +P_b_

1- a_I_L,ITAC¥ FERMELIU$̂LLRE_

Im,-,4tlJme , ,um.m.m< ' l
I_WmljWc ou. mmo.. ,oos+m
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BEFORE THE

PUBLIC SERVICE COMMISSION
OF SOUTH CAROLINA

Application of CREXENDO BUSINESS SOLUTIONS, INC.

for a Certificate of Public Convenience and Necessity

to Provide Local Exchange and Interexchange
Telecommunications Services Using Voice over

Interne/Protocol Technology

MOTION FOR PROTECTIVE TREATMENT AND

BASIS FOR FILING Exhibit F

AS TRADE SECRET

Introduction

CREXENDO BUSINESS SOLUTIONS, INC. ("Applicant"), by its attorneys and

pursuant to S.C. Code Ann. § 39-8-10, el seq., and all other applicable rules, statutes and

regulations, hereby files this Motion for Protective Treatment ("Motion") in the above.captioned

proceeding. By this Motion, the Applicant seeks protective treatment by the South Carolina

Public Service Commission ("Commission"), of certain commercially-sensltive information

concerning the Applicant's use of its own facilities as trade secrets. See Exhibit F to the

Application of CREXENDO BUSINESS SOLUTIONS, INC for Designation as an Eligible

Telecommunications Carrier within the State of South Carolina which is attached hereto and

filed under seal. Because this Motion is an inseparable part of the Application, it is being

filed concurrently therewith.

in support of this Motion, the Applicant provides the following:



1. The exact legal name, address and telephone number of the Applicant is:

Crexendo Business Solutions, Inc.

1615 South 52 nd Street

Tempe, AZ 85281

, Correspondence or communications regarding this Motion should be addressed to:

Scott Elliott, Esquire
Elliott & EiliotL, P.A.

1508 Lady Street
Columbia, SC, 29201
Tel: 803-771-0555
Fax: 803-771-8010

Email: selliott (_lliottlaw.us

Lance J.M. Steinhart

Lance J.M. Steinhart, P.C.
1725 Windward Concourse, Suite 150

Alpharetta, Georgia 30005

(770) 232-9200 (Phone)

(770) 232-9208 (Fax)

lsteinhart@telecomcounsel.com (Email)

I. Description of Confidential Information.

3. The Application requires the Applicant to disclose evidence that it will offer all

of the services supported by universal service using its own facilities or a combination of its

own facilities and the resale of another carrier's services. In conformity with this

requirement, the Applicant submits a facilities schematic diagram reflecting its use of its own

facilities. These documents contain highly confidential and strictly proprietary information, the

public disclosure of which may result in direct, immediate and substantial harm to the

competitive position of the Applicant in South Carolina and elsewhere.

II. Grounds for Claim of Confidentiality.

4. The facilities schematic diagram and its contents attached as Exhibit F to the
2



Applicationarenotreadilyavailableto persons external to Applicant.

5. Because the facilitiesschematic diagram and itscontents submittedby the

Applicant in support of the Applicationcontain confidentialand commercially-sensitive

informationfrom which itscompetitorsmay deriveeconomic value,the Applicantseeks to

protectsuch materialfrom publicdisclosure.The Applicantderivesindependenteconomic

valuefrom thefactthatsignificant,detailedand proprietaryinformationregardingitsuse ofits

own facilitiesisunknown toitscompetitors.As such,thedetailand manner of theCompany's

use of itsown facilitiesisa "tradesecret"as thatterm isused inSouth CarolinaTrade Secrets

Act.S.C. Code Section39-8-20(5).Given thisfact,the disclosureof thisinformationcould

provideexistingand potentialcompetitorsinSouth Carolina,aswellasinotherstatesinwhich

the Applicantprovidesor intendsto providetelecommunicationsservice,with an unfairand

undeservedcompetitiveadvantage.

6. The Applicantclarifieshereinthatitsrequestforprotectionappliesonly to the

document attachedasExhibitFro theApplication.

CONCLUSION

7. The informationconcerning Applicant'suse of itsown facilitiesincludedin

supportof the Applicant'sApplication,forwhich ConfidentialTreatment issought,isboth

proprietaryand competitively-sensitive.The substantialand directharm thatcould be caused

totheApplicantas a resultof any disclosureisrealand not speculative.For thesereasons,the

facilitiesschematicdiagram and itscontentsattachedas ErhibitF totheApplicationshouldbe

protectedfrom publicdisclosureby theCommission.

WHEREFORE, the Applicant respectfullyrequeststhatthe South Carolina Public

ServiceCommission grantthisMotion for ProtectiveTreatment with respectto the facilities

schematicdiagram and itscontentsattachedas ExhibitF to the Applicationof CREXENDO

BUSINESS SOLUTIONS, INC for Designationas an EligibleTelecommunications Carrier



within the State of South Carolina is filed under seal as Confidential in this proceeding.

Dated this _day of May, 2012.

//

Respectfully su_---"

1508 Lady Street
Columbia, SC 29201

Telephone: (803) 771-0555
seiliott_,elliottlaw.us

Lance J.M. Steinhart

Lance J.M. Steinhart, P.C.

1725 Windward Concourse,

Suite 150

Alpharetta, Georgia 30005

(770) 232-9200 (Phone)

(770) 232-9208 (Fax)
isteinhart_telecomcounsel.com (Email)

Attorneys for Applicant



BEFORE THE
PUBLIC SERVICE COMMISSION

OF SOUTH CAROLINA

Application of CREXENDO BUSINESS SOLUTIONS, INC.

For a Certificate of Public Convenience and Necessity

to Provide Local Exchange and lnterexchange

Telecommunications Services Using Voice over

Internet Protocol Technology

APPLICATION OF CREXENDO BUSINESS SOLUTIONS,_ INC.

EXHIBIT F

Network Diagram

CONFIDENTIAL & PROPRIETARY
FILED UNDER SEAL



EXHIBIT F

NETWORK DIAGRAM

CONFIDENTIAL AND PROPRIETARY
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EXHIBIT A

ARTICLES OF INCORPORATION
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STATEoFA Z0NA
@
Office of the

CORPORATION COMMISSION

1, Ernest O. Johnson, Executive Director of the Arizona Corporation Commission, do

hereby certify that the attached copy of the following document:

ARTICLES OF INCORPORATION 04/19/2009

consisting of 3 pages, is a true and complete copy of the original of said document on file with

thisofficefor:

CREXENDO BUSINESS SOLUTIONS, INC.

ACC filenumber: -1519323-6

IN WITNESS WHEREOF, I have hereunto set my hand and affixed
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The State of South Carolina

Office of Secretary of State Mark Hammond

Certificate of Authorization

I, Mark Hammond, Secretary of State of South Carolina Hereby certify that:

CREXENDO BUSINESS SOLUTIONS, INC.,

a corporation duly organized under the laws of the state of ARIZONA and issued
a certificate of authority to transact business in South Carolina on July 21st,
2009, has on the date hereof filed all reports due this office, paid all fees, taxes
and penalties owed to the Secretary of State, that the Secretary of State has not
mailed notice to the Corporation that its authority to transact business in South
Carolina is subject to being revoked pursuant to Section 33-15-310 of the 1976
South Carolina Code, and no application for surrender of authority to do business
in South Carolina has been filed in this office as of the date hereof.

Given under my Hand and the Great
Seal of the State of South Carolina this

21st day of July, 2009.



CERTIFICATE OF SERVICE

The undersigned employee of Elliott & Elliott, P.A. does hereby certify that she

has served below listed parties with a copy of the pleading(s) indicated below by mailing

a copy of same to them in the United States mail, by regular mail, with sufficient postage
affixed thereto and return address clearly marked on the date indicated below:

RE:

DOCKET NO.:

Application of Crexendo Business Solutions, Inc. for a
Certificate of Public Convenience and Necessity to Provide

Local Exchange and lnterexchange Telecommunications

Services Using Voice over Interact Protocol technology

2012- -C

PARTIES SERVED: C. Dukes Scott, Esquire

Office of Regulatory Staff

1401 Main Street, Suite 900

Columbia, SC 29201

PLEADING: APPLICATION AND MOTION FOR PROTECTIVE

TREATMENT AND BASIS FOR FILING EXHIBIT F AS

TRADE SECRET

May 30, 2012

"W
MaryJ_i'Lawracy, Legal Ass_qt'ant
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 3 I, 2010:

Or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR I 5(d) OF

THE SECURITIES EXCHANGE ACT OF 1934

tMt.rtmtAn 
(Exact name of registrant as specified in hs charier)

Delaware

(State or Other Jurisdiction

of Incorporation or

Organization)

001-32277

(Commission O.R.S. Employer
File Number) Identification No.)

1615 South 52 ud Street, Tempe, AZ 85281

(Address of Principal Executive Office) (Zip Code)

(623) 242-5959

(Registrant's telephone number, including anea code)

Not Applicable

(Former name.former address and former fiscal year. if changed since last reporO

Securities registered pursuant to Section 12(I))of the Act:

Title of each class

Common Stock, par value $0.001 per share

Name of each exchange on whJch

registered

New York Stock Exchange -
AmexSecurities

Securities registered pursuant to Section 12(g) of the Act:



(TitleofClass)
None

Indicatebycheckmark if the n:gistmnt is a well-kno_ seasoned issuer, as defined in Rule 405 of the Securities Act.

Yes" No_

Indicate by check mark if the registrant is not t_quired to file reports pursuant to Section 13 or Section 15(d) of the Exchange

Act. Yes" No 13

Indicate by check mark whether the registrant (I)has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to

file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes _ No"

Indicate by check made whether the registrant has submitted electronically and posted on its corporate website, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232A05 of this chapter)

during the preceding i 2 months (or for such shorter period that the registrant was required to submit and post such
files). Yes" No -

Indicate by check made if disclosure of delinquent fliers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is
not contained herein, and will not be contained, to the best ofregistrant's knowledge, in definitive proxy or information

statements incorporated by reference in Part [] of this Form IO-K or any amendment to this Form 10-1C 13

Indicate by check ma.,k whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a

smaller reporting company.

Large accelerated O Accelerated filer o Non.accelerated filer o Smaller reporting [_
filer company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes" No 13

The aggregate market value of the common stock held by nonaffiliates of the registrant as of June 30, 2010 (end of the

Company's second most recent fiscal quarter) was approximately $27328,000.

The number of shares of the registrant's common stock outstanding as of February 28, 20 i I was 10,645,135.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement to be used by the gegistrant in connection with its 2011 Annual Meeting of

Stockholders and to be filed with the Securities and Exchange Commission within 120 days of the close of the fiscal year ate

incorporated by reference into Port [] ofthis Annual Report on Form 10-K.
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PART!

ThroughoutthisAnnualReport,werefertoiMergent,inc.,togetherwithitssubsidimies,as"we,""us," "our

Company" or"the Company." As used in this Annual Report, "StoresOnline'" is a registered trademark of our Company in

the United States and other countries. All other product names are or may be trademarks of, and are used to identify the
products and services of, their respective owners.

THIS ANNUAL REPORT ON FORM IO-K CONTAINS FORWARD-LOOKING STATEMENTS. THESE

STATEMENTS RELATE TO FUTURE EVENTS OR OUR FUTURE FINANCIAL PERFORMANCE. IN SOME CASES, YOU

CAN IDENTIFY FORWARD-LOOKING STATEMENTS BY TERMINOLOGY SUCH AS "MAY," "WILL," "SHOULD,"

"EXPECT," "PLAN," "INTEND," "ANTICIPATE;' "BELIEVE," "ESTIMATE," "PROJECT," "PREDICT," "POTENTLAL" OR
"CONTINUE" (INCLUDING THE NEGATIVE OF SUCH TERMS), OR OTHER SIMILAR TERMINOLOGY. THESE

STATEMENTS ARE ONLY ESTIMATIONS, AND ARE BASED _ VARIOUS ASSUMPTIONS THAT MAY NOT BE

REALIZED. ACTUAL EVENTS OR RESULTS MAY DIFFER MATERIALLY. IN EVALUATING THESE STATEMEWI'S,

YOU SHOULD SPECWICALLY CONSIDER VARIOUS FACTORS, INCLUDING, BUT NOT LIMITED TO, THE RISKS
OUTLINED BELOW UNDER ITEM I A. THESE FACTORS MAY CAUSE OUR ACTUAL RESULTS TO DIFFER
MATERIALLY FROM ANY FORWARD-LOOKING STATEMENT.

ALTHOUGH WE BELIEVE THAT THE F.,STIMATIONS REFLECTED IN THE FORWARD-LOOKING

STATEMENTS ARE REASONABLE, WE CANNOT GUARANTEE FUTURE RESULTS, LEVELS OF ACTIVITY,

PERFORMANCE OR ACHIEVEMENTS. MOREOVER, NEITHER WE NOR ANY OTHER PERSON ASSUMES

RESPONSIBILITY FOR THE ACCURACY AND COMPLETENESS OFTHE FORWARD-LOOIGNG STATEMENTS. WE DO
NOT INTEND TO UPDATE ANY OFTHE FORWARD-LOOKING STATEMENTS AFTER THE DATE OFTHIS ANNUAL

REPORT TO CONFORM SUCH STATEMENTS TO ACTUAL RESULTS OR TO CHANGES IN OUR EXPECTATIONS,
UNLESS REQUIRED BY LAW.

ITEM 1. BUSINESS

OVERVIEW

We provide a variety of cloud-based infrastructure services to entrepreneurs and small and medium-sized businesses.
Our services include high-quality voice and messaging services over broadband networks. Do-It-For-Me and Do-lt-Yourself

content management and website building tools, online marketing, online lead generation, e-commerce technology, and
training solutions that enable entrepreneurs and small and medium-sized businesses to build and maintain an effective online

presence. Our.services are designed to help increase the predictability of success foronline businesses.

Our primary web service offerings are designed to meet the needs of entrepreneurs and small and medium-sized

businesses anywhere along their lifecycles. Our Do-It-Yourself package includes our robust content management and website

building solution, fully enabled e-commerce package, online marketing tools, and educational training modules. In addition

to our primary service offerings for the Do-It-Yourself customer base, we also offer a variety of premium services to the Do-|l-

Younelfcustomer such as initial site design and build, logo design, drop-shipper/supplier integration, and a variety of search
engine optimization and link building packages.

Our Do-lt-For-Me services are comprehensive and flexible, allowing us to meet the needs of a wide variety of

customers ranging from those just establishing their online presence to those wanting to enhance their existing online

presence. These services include custom website design and developmenl, search engine optimization, link building,

conversion rate optimization, paid search management, and social media management. Additionally, as the online space

continues to evolve our product and service offerings will continue to evolve, to keep our customers on the cutting edge of the
online space.

In addition to web services, we offer a suite of high quality voice and messaging services over broadband

networks. Our small and home office services are portable and allow our customers to make and receive phone calls almost
anywhere a broadband Intemet connection is available. We transmit these calls using Voice over lntemet Protocol (VoIP)
technology, which converts voice signals into digital data packets for transmission over the Intemet. At a cost effective rate,

each of our calling plans provides a number of basic features typically offered by traditional telephone service providers, plus
a wide range of enhanced features that we believe offer an attractive value proposition to our customers.

We rely heavily on our network, which is a flexible, scalable Session Initiation Protocol (SIP) based VoIP network
that Hdes on top of the intemet. This platform enables a user via a single "identity" to access and utilize services and features

regardless of how they me connected to the interact. As a result, with one identity, either a number or user name, customers



haveaccessto Crcxendovoice, messaging,features,andpersonalprofile information reganilessof location,device, orhow

they accessthe Interact.



OUR STRATEGY

We have historically sold our content management and website building tool as a perpetual softwa_ license. During

the fourth quarter of 2010 we transitioned approximately 80% of our sales from selling a perpetual software license to a
Software as a Service (SaaS) model. This transition provides the foundation for our strategy on a go forward basis. Key

elements of our strategy include:

Expanding Our Distribution Channels. To sell our web and hosted telecom products and services cost effectively, we

must expand our distdbution channels. We have historically sold our web services through an educational seminar format,

which relies on direct mail marketing campaigns to attract attendees. We plan to expand our distribution channels through

affiliate programs, white-label programs, strategic marketing pannerships, direct sales, and online marketing channels. We

anticipate these expanded distribution channels will provide multiple revenue streams from customers across a broader
spectrum. We expect Do-It-Yourself customers acquired through these new distribution channels to provide significant

opportunities for up-selling and cross-selling additional online marketing, lead generation, search engine optimization and
hosted telecom products.

Continuing to Target the Entrepreneur and Small and Medium-Sized Business Market Segment. We believe the

entrepreneur and small and medium-sized business market segment offers us the best opportunity for future growth. We

believe this is a largely undemerved market with significant needs for comprehensive, affordable, and sealable solutions for
their web and telecom service requirements. Our services are designed to be sealable so as to meet the needs of these
businesses that often times do not have the time, resources, or technical skills to fulfill themselves.

Strengthening Customer Retention. We are dedicated to enhancing customer retention and building lasting
relationships with our customers. We believe a critical element in strengthening customer retention is continuous
improvement to our content management and web-building tools, including improvements to our user interface to create a

more intuitive and interactive experience. We believe education is a critical element to customer retention. One of the core

features of our product offering is the continuous education we provide our customers on how to identify opportunities in the

marketplace, how to effectively design their website for optimal conversion, and how to market their website to inc_e.ase

traffic. We are constantly updating and expanding our education offerings to meet the needs of our customer base in this

dynamic marketplace and expect to continue to expand and divemfy oureducational offerings to provide up-to-date and
relevant content.

Developing Complimentary Services and Technologies. We seek to develop complimentary products and services for
our customers. OUr ultimate goal is to become the leading provider of hosted solutions in the entrepreneur and small and

medium-sized business space. We cun_ntly provide web services, hosting services, online marketing services and hosted

telecom services. We expect to expand our product offerings in the future to include bandwidth services, premium telecom

services such as operator services, conferencing services, call center services, and mobile features for both our web platform
and telecom service. Additionally, we plan to expand our educational offerings to not only include education on online

marketing, but education on entrepreneurship and small business management.

OUR SERVICES AND PRODUCTS

OUr goal is to provide a broad range of cloud-based products and services that enablc entrepreneurs, and small and medium-

sized businesses to more efficiently mn their businass. By providing a variety of comprehensive and scalable solutions, we are

to able sell customers regardless of where they are in the business lifecycle. OUr Web and Telecom products and services can
be categorized in the following offerings:



Weh_teDesignand Development

Using our proprietary software and processes we design and develop websites with "'conversion" in mind. The term conversion
means different things to different websites. To a lead-generation website, it means getting prospects to submit their contact
information so our sales team can contact them. For an e-commerce website, conversion means getting an online customer to

complete an order.

Our website design packages range from a semi-custom template based design package to a completely custom design

package. We incoq_omte Google Analytics into every site unless the customer specifies some other system. Proper analytics

allow identification of weak spots in the conversion process. Once weak spots are identified, the site can be adjusted to

smooth out the process and turn more prospects into customers.

Once the site is complete, we provide tutorials and tools to allow customers to make changes to their sites as often as necessary
without having to pay additional programming fees. Altematively, customers can elect to have us manage the changes to their
websites for an additional fee.

Search Engine OptJmizadon

There are two general aspects to Search Engine Optimization ("SEO"). First. the tactical level, which includes conditioning a

page to be relevant and seareh-engine friendly. Second. strategic selection of keywords and keyword phrases. The popularity

of a site plays a role in what keyword phrases a customer can compete on versus what keyword phrases might be 'out of their
league'. We focus on the strategic selection ofkeywords and only go after keywords that have healthy search volumes and

high 'win' capability. Our experlence coupled with our pmprletary _AT software allow us to strategically select the best
choices for keywonJ phrases to target which provide the highest probability of getting high search engine positions and

drawing maximum traffic to the website. Our SEO packages include a keyword interview, strategic keyword research, baseline
ranking report, search engine optimization plan. and comparison ranking report.

Link Building

Link building is a critical component of off-page SEO. To be effective, a link building campaign must be done

manually. Search engines can detect links obtained via automated submission. Also, links need to come from many different

types of sites, not just one or two. Link building is closely related to search engine optimization, as such; we carefully

synchronize all our link building efforts and anchortext with our search engine optimization efforts.

An effective link building effort is labor intensive, with no real shortcuts. We incorporate the following strategies in our link

building efforts; live directo W submissions, social bookmarks, blog postings, article submissions, regional portals, and

leverage links.

Conversion Rate Optimization

Conversion is the percentage of visitors to a site that turn into action takers. A customer's site might be an e-commerce site, a

lead generation site, or it might have a goal of signing up members, newsletter subsc6bers, webinar registrations, white paper
downloads, or accessing a specific page in the site. There ate many different types of success events, and not all websltes

perform equally with respect to getting visitors to take the desired actions. Sites with a high percentage of action takers as

compared to all traffic would be considered to have high conversion rates. For example, a lead generation website that

generates four leads out of every 100 visitors would have a conversion rate of four percent.



ConversionRateOptimization(CRO)istheprocessofmakingasitebetteratmovingvisitorstowardconversion.Becausethe
Intemetisconstantlychanging,conversionrote best practices are moving targets. We specialize in staying on top of the latest
lntemet developments in order to know how best to optimize a given site for conversion.

An important part of CRO is analytics. For most companies we recommend GoogleO Analytics because it is fz_e and
accomplishes everything most companies need. With any analytics solution, the challenge is to configure it properly. Our
CRO packages are designed to ensure proper configuration of the customers' analytics solution and ongoing review of the data

to help analyze and interpret the data to spot trends and make course cor_ctions.

Paid Search Management

We offer paid search management services, such as management ofGoogle® AdWords TM and Microsoft Advertising
adCenter TM accounts for our customers.

Modem paid seareh networks arc incredibly sophisticated and require a tremendous amount of experience and expertise to

avoid the many potential pitfalls of paid search. We assist customers by taking a conservative approach to paid search

management. By using a combination of proprietary automation tools, sp]it test dedicated landing pages, as well as the

practiced eye of an expert monitoring our customer accounts on a daily basis, we are able to consistently raise conversion rotes

and lower the cost-per-acquisition.

Do-lt-Yoursel f Websites

We offer a variety of Do-lt-Yourself website building and marketing solutions for entrepreneurs and small businesses that
intend to build their own websites or enhance their websites with online marketing. These solutions include hosting services,

web building tools with e-commerce capabilities and online marketing training. Our online marketing training courses

instruct on the following subjects: affiliate marketing, Amazon® and eBay® training, comparison shopping engines,

competitive reconnaissance, conversion rote optimization, keyword research, link building, localization and regionalization.
paid search campaigns, permission marketing, search engine optimization, social media marketing, and Google® analytics.

Telecom Plans

We completed development of Phase One of our hosted telecom offering in the fourth quarter of 2010. We cuncntly offer the

following plans and equipment:

Small Office, Home Office Plans

Crexendo Adaptor Plan - this plan is a professional business communication service for small office/home office

(SOHO), which operates with a user's high speed intemet connection. The Adaptor unit supports the connection of up to two

analog phone devices including support of fax machines, home phones, or cordless/wireless phones.



TheCrexendoAdaptorPlanincludesunlimitedlocalandlongdistancecallingintheUS/CanadausingVolP
technology.Portingofalocalnumberand an audio conferencing bridge account with pin for up to 10-parties are included in

the monthly service. The user account includes a web user interface for management of voicemail, email and inbound fax.

Features include 3-way calling, find me/follow me, and interactive voice response for customized greetings and routing. Toll-
flee service and local number services may be added for an additional monthly cost.

Small Business Plans

Crexendo 800 Plan - this plan is an inbound 800 communication service which includes a virtual office web user

interface for managing your 800 phone numbers, incoming emails, inbound fax, and voice messages. The plan includes an 800
number and free local fax number.

Crexendo Sliver Plan- this plan is a professional business communication service for small offices which operates

with a business' pre-wired intemet connection or high speed interact. Silver is ideal for small businesses going to a virtual
office. The plan includes a business desktop phone, the Crexendo 200 Intemet Phone which offers a 2-line display with a

menu of features including _ speaker phone, mute, hold, do-not-disturb, and multi-line support.

Silver Plan includes:

• Crexendo 200 Phone- business desktop Intemet phone;

• Unlimited Calling - local and long distance calling in the US/Canada;

• Nmnber Tratxsfer - free porting of a local number;,

• Web Interface -manage voicemail, emaii and inbound fax;

• Business Features- two-line support, three-way calling on the phone or ten-party through bridge, find meJfollow me and

interactive voice response for business routing, consultative transfers, blind transfer, text-to-speech support for

personalized greetings, E911 support, basic hunt groups and more; and

• Extras - toll-free service and additional local number services may be added foran additional monthly cost.

Crexendo Gold Plan- this plan is an executive business communication service for small offices which operate with

a business' pre-wired intemet or high speed internet. Gold is designed for businesses going to a virtual office or adding
knowledge-based/teleworkers.

Gold Plan includes:

• Crexendo 300 - business desktop interoet phone:

• Unlimited Calling - local and long distance calling in the US/Canada;

• Number Transfer - flee porting of a local number,

• Web Interface. manage voicemail, email and inbound fax;

• Business Features - two-line support, three-way calling on the phone or ten-patty through bridge, find me/follow me

and interactive voice response for business routing, consultative transfers, blind transfer, text-to-speech support for
personalized greetings, E911 support, basic hunt groups and more; and

• Extras. toll-flee service and additional local number services may be added for an additional monthly cost.



CrexendaAdaptor Plan/Business ]Fax Plan- this plan is a professional business fax communication service for

small business which operates with a business' pro-wired intemet or high speed internct. The Adaptor unit supports the
connection of fax machines for outbound fax. plus up to one additional device which could be another fax machine, a home

phone, or cordless/wimJess phone.

Crexendo Adaptor Plan includes:

• ISO0 Minutes for Fax/Calling - limited local and long distance faxinglcalling in the US/Canada;

• Number transfer - flee porting of a local number.

• Conferenelng/Audlo Bridge Combo - audio conferencing bridge account with pin for up to ten-patties;

• Web Interface - manage inbound faxes, voicemail, and e-mails from a single web screen assigned to each account:

and

• Extras - toll-flee, extra minutes, and local number services may be added for an additional cost.

Crexendo Communication Equipment

Crexenda 200 internet Phone- this phone is a standard professional two-line business desktop phone for making

voice over the intemet calls. Buttons include menu, do-not-disturb, hold, three-way conference, directory, message waiting,

headset transition, transfer, redial, and volume controls.

Crexendu 300 Internet Phone- this phone is an executive professional six-line business desktop phone for making

voice over the intemet calls. Buttons includes menu, do-not-disturb, hold, three-way conference, directory, message waiting,

headset transition, transfer, redial and volume controls. Add a pc connection to share internet resources, plus. ten speed

dial/programmable keys. Menu prompts use_ for one touch connections, history, directory, do-not-disturb, status, features llke
call forward, call waiting, dss keys, key as send, hotline, anonymous call, auto redial, intercom, call completion, password set.

contacts, blacklist, and corporate contacts.

Crexendo Adaptor - this is an analog telephone adaptor (ATA). The adaptor provides connectivity for fax machines,

home phones, and cordless/wireless phones.

Audio Bridge - Crexendo SOHO and small office plans include one audio bridge conference line per phone. This

service provides users with a pin and local number for bridging up to ten-parties in a conference call.

Local Number Portability - Crexendo allows users to port their phone number to our telecom service.

Marketing and Sales Channel

We engage in a variety of marketing activities to increase awareness of our products and services, to sell additional

products and services to our existing customer base, and to enhance the value we provide to entrepreneurs, small and medium-
sized business entities. Our marketing and sales channels are best described by business segment.
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StoresOnline

Our StomsOnline business segment serves the SOHO business owner and entrepreneur seeking the tools and training
to establish a successful website on the [ntemct. Specifically, Stores'Online services a market segment looking for a "do-it-

yourself' option as an alternative to the high cost ofcontmcring an e-commerce or lead generation web developer and, most

importantly, an ad agency for website promotion. Both are difficult barriers to many entrepreneurs looking to establish a
presence on the Inlemet.

We have traditionally sold our StoresOnline products and services through an educational seminar format utilizing

direct response marketing campaigns. Our.sale typically starts with a complimentmy 90-minute informational "Preview

Training Session" aimed toward those interested in extending their business to the Interact. These Preview Training Sessions
have been proven to increase awareness of and excitement for the opportunities presented by the lntemet. At these Preview

Training Sessions, our instructors (i) preview the advantages of establishing a website on the Intemet, (ii) answer many of the
most common questions new or prospective Internet merchants have, (iii) explain, in general terms, how to develop an

effective lntemet strategy and (iv) explain how to transform an existing "brick and mortar" company into an e-commeree
enabled company.

At the Preview Training Session, the attending entrepreneur or small business owner has the opportunity to purchase

two months access to our proprietary content management system and web building tools, as well as admittance to a full day
lnternet Training Workshop.

Approximately two weeks after each Preview Training Session. we conduct an intensive "Intemet Training Workshop" which
teaches Intemet e-commerce and website implementation training to the small business owners and entrepreneurs who

purchased at the Preview Training Session. Instructors of the lntemet Training Workshop expand upon the principles taught at

the Preview Training Session elaborating on the details, requirements, demands, tips. and techniques required to extend their
business or product to the lntemet. Specifically, this instruction consists of a plain English explanation of e-commerce

requirements and tools, specific details and tips on how to promote and drive traffic to a website, and techniques to increase
sales from a website.

In addition to the training provided at the workshop, our customers are presented an opportunity to purchase
additional products and services including:

Proprietary research and optimization tools including; keyword analysis tool, keyword cloud tool, keywond
distribution tool, reverse search engine, and relevant link search tool

• Integration with multiple merchant accounts

• Integration with multiple drop-shippers

Online training courses, including; drop-shipping and product sourcing, affiliate marketing. Amazon@ and

eBay®, comparison shopping engines, competitive reconnaissance, conversion rate optimization, keyword

research, link building, localization and regiona]ization, paid search campaigns, permission marketing, search
engine optimization, social media marketing, and Google® Analytics; and

• Website design and development.



Followingtheinitialworkshopsale,weseektoprovideadditionaltechnologyandservicestoourcustomen.Forthis
purposewehavepartneredwiththird-partycompanieswhoofferourcustomersadditionalmarketingtools,training,and/ortax
andlegalservices for their web-based businesses. We receive a commission from these companies when our customeJ3
purehase any of their products or services. For a commission, we allow thind parties to market certain products and services

which we believe are complementary to our own products and services, available to customers in our Preview Training
Sessions. Intemet Training Workshops, and through other direct marketing efforts. Furthermore, we continually explore ideas,

products and services which offer to enhance ongoing customer training and assistance.

Crexendo Web Services

Crcxendo Web Services, Inc. ("Crexendo Web Services") segment is a wholly-owned subsidiary of our Company,
previously Cn:xendo Business Solutions, serves small and medium-sized businesses seeking to enhance their presence on the

Intemet. Specifically, Crexendo Web Services services a market segment looking for a "Do-lt-For-Me" option to increase

traffic and conversion on their sites. Th_ primary products and services for Crexendo Web Services include custom website
design and development, search engine optimization services, conversion rate optimization services, link building services,

and paid search management.

Ctexendo Web Services sells its products and services through a direct sales channel, white label relationships, online

channels, and through strategic marketing partnerships. The initial step in the sales approach typically starts with an in-depth
analysis of the potential customer's website using Czexendo Web Services' proprietary tools and software for analyzing seareh

demand, identification of keywords, keyword density, and effective pay-per-click strategies. Utilizing these tools allows our
search engine optimization professionals to efficiently develop a long-term web-marketing strategy focused on generating

qualified leads and traffic to our customet_' websites.

Crexendo Network Services

Crexendo Network Services is focused on developing, marketing, and selling telecommunication and data services.
We are currently developing and deploying broadband digital phone service utilizing standan] Session Initiation Protocol
(SIP) equipment and services.

Our telecom offering enables our customers to add digital voice services to their high-speed Intemet connections.

Customers can choose a direct-dial phone number from any of the rate centers offered by the service and use Crexendo

supplied IP phones or AT,As to make and receive calls to/from the Public Switched Telephone Network and other Crexendo

endpoints.

We are in the process of developing a suite of business services that we anticipate will offer feature-rich
communications services to small and medium-sized businesses, eliminating the need for traditional telecommunications

services and business phone systems. Our primary focus with our service is to replace private branch exchange, or PBX,

telephone systems in the small business marketplace with a hosted, lntemet.based business phone service solution. We

anticipate when completed, our service will completely replace a company's PBX infrastructure by delivering all telecom
services over a managed Interact connection.

We intend to offer these services through both our StoresOnline division using an education seminar format, and

through our direct sales and strategic marketing relationships.

Our Crexendo Network Services division is currently in the development phase and as of December 31,2010, had not

generated any revenues. Costs associated with the start-up of the Crexendo Network Services division totaled $1,429,000 for

the year ended December 3 I, 2010, $210,000 for the six months ended December 3 i, 2009, and $ ! 99,000 for the fiscal year
ended June 30, 2009 respectively and are included in our respective consolidated statements of operations. No expenses were

recognized prior to January 1,2009 relating to Crexendo Network Services.



Segmentrevenueandoperatingincome(loss)wasasfollows(inthousands):

Six Months Ended December
Year EndedDecember 31, 31, Fiscal Year EndedJune30,
(audited) (mmudited) (audited) (unaudlted) (audited)

2010 2009 2009 2008 2009 2008
D i

Revenue:

StoresOnline $ 64,471 $ 75,880 $ 35,589 $ 54,120 $ 94,411 $ 128,048
Crexendo Web Services 1,322 i 27 127 -- --

Crexendo Network Services ......

Consolidated $ 65.793 $ 76,007 $ 35,716 $ 54,120 $ 94.411 $ 128,048

Operating Income (Loss)

StoresOnliae $ 5,509 $ 13,167 $ 5,455 $ (4,332) $ 3,682 $ 7.992

Crexendo Web Services (1,827) (I ,158) (904) -- (253) --

Crexendo Network Services (1,429) (409) (210) -- (199) --

Unallocated comrporate item {8,827) (9,813) (4,864) (5,857) (11,109) 411,245)

Consolidated $ ¢_6,574) $ 1,787 $ (523) $ (10,189) $ ('/.879) $ (3.253)

$essonality

Our StoresOnline revenues are subject to seasonal fluctuations. Responses to our marketing for Preview Training

Sessions and Interact Training Workshops are historically lower during the period from June through Labor Day, and during
the holiday season from Thanksgiving Day through the first few weeks of January.

Technology

We believe our developed proprietary technologies represent a key component of our business model. We believe

these technologies distinguish our services and products from the services and products offered by our competitors, in

particular, our content management and website development software, which includes advanced editing capabilities in terms
of content and website creation, dynamic image creation, hosting environment and infrastructure, and total customer
relationship management.



Our software platform is continuously being enhanced and is an innovative website-building environment. Features
and functions of our software include:

during website development, our customers can experience the look and feel of their websites as if they were
their own customers. They can shop. navigate, o_ler products, track orders, and more. If they want to change or

add more elements, they can edit, reawange, add. and delete the elements all within a dynamic, point-and-click

environment;

designs are customized based on the customers' choices and arrangements. Customers can modify the look and
feel of the design to complement their services or products. In addition, design modification and arrangement

are executed within a streamlined, point-and-click environment:

blogs, online journals, message boards, and forums that axe easily integrated into the content of the website. As
administrators, the customers have full control in terms of filtering content, allowing images, and other biog.

massage board, and forum permissions,

customizable forms that address customer-specific needs. By using customized forms, our customers can set up

secure, encrypted forms with improved ease to collect sensitive infommtion from their customers. This is

especially useful for service-based businesses, as these forms can be used for job. loan, applications,

questionnaires, bids, quotes, lead generation, etc.

Advanced features include: ordering rules setup for shipping, sales tax. and discount codes. UPS integration,

inventory control system, gift cezlificate and gift card purchasing and redemption, integration with Amazon®
Checkout and/or Google® Checkout. Google® Base integration, eBay® auctions integration, shopping can

supporting multiple currencies and price sets, automatic sitemap generation used by search engines, and

advanced website product search using filters to quickly narrow down the product offering based on product
attributes.

RESEARCH AND DEVELOPMENT

We invested $3,090,000 for the year ended December 3 I. 2010, $ 1,044,000 for the six months ended December 3 !,

2009, and $2,177,000 for the fiscal year ended June 30, 2009 in the research and development of our technologies. The

majority of these expenditures were for our search engine optimization tools, content management and web building tools, as
well as our hosted telecom product.

COMPETITION

Our markets axe increasingly competitive. Our competitors include companies which sell through workshop formats
like ours, as well as portals, application service providers, software vendors, systems integrators and information technology

consulting services providers.

l0



Most of these competitors, however, do not yet offer the full range of services we believe our target market requires.

These competitors could elect to focus additional resources in our target markets, which could adversely affect our business
prospects, financial position and results of operations materially. Many of our current and potential competitors have longer

operating histories, larger customer bases and tonger relationships with customers as well as significantly greater financial,
technical, marketing and public relations resources than we do.

Additionally, should we determine to pursue acquisition opportunities, we may compete with other companies with

similar growth strategies. Some of these competitors may be larger and have greater financial and other resources than us.

Competition for these acquisition targets could also result in increased prices of acquisition targets and a diminished pool of

companies available for acquisition.

There ate relatively low barriers to ent W into our business. Our proprietary technology does not preclude or inhibit

competitors from entering our markets. In particular, we anticipate new entrants will attempt to develop competing products
and services or new forums for conducting e-commerce which could be deemed competition. Additionally, if e-commeree or

Intemet based enterprises with more resources and name recognition were to enter our markets, they may redefine our industry
and make it difficult forus to compete.

Expected technology advances associated with the Intemet, increasing use of the Intemet, and new software products

are welcome advancements that we believe will broaden the lntemet's viability as a marketplace. We anticipate that we can

compete successfully by relying on our infrastructure, marketing strategies and techniques, systems and procedures, and by
adding additional products and services in the future. We believe we can continue the operation of our business by periodic

review and revision to our product offerings and marketing approach.

INTELLECTUAL PROPERTY

Our success depends in pan on using and protecting our proprietary technology and other intellectual property.

Furthermore, we must conduct our operations without infringing on the proprietary rights of third parties. We also rely upon

trade secrets and the know-how and expertise of our key employees and independent contractors. To protect our proprietary

technology and other intellectual property, we rely on a combination of the protections provided by applicable copyright,
trademark and trade secret laws, as well as confidentiality procedures and licensing an'angements. Although we believe we

have taken appropriate steps to protect our intellectual property rights, including requiring employees and third parties who

me granted access to our intellectual property to enter into confidentiality agreements, these measures may not be sufficient to
protect our rights against third parties. Others may independently develop or otherwise acquire unpatented technologies or
products similar or superior to ours.

We license from third panics certain software and Interact tools which we include in our services and products. If any

of these licenses were terminated, we could be required to seek licenses for similar.software and Intemet tools from other third

parties ordevelop these tools internally. We may not be able to obtain such licenses or develop such tools in a timely fashion,
on acceptable terms, or at all.
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Companiesparticipatinginthesofiware and Intemet technology industries axe frequently involved in disputes

relating to intellectual property. We may be required to defend our intellectual property rights against infringement,
duplication, discovery and misappropriation by third parties or to defend against third-party claims of infringement. Likewise,

disputes may arise in the future with respect to ownership of technology developed by employees who were previously
employed by other companies. Any such litigation or disputes could be costly and divert our attention from our business. An

adverse determination could subject us to significant liabilities to third parties, require us to seek licenses from, or pay

royalties to, third pmlies, or require us to develop appropriate alternative technology. Some or all of these licenses may not be
available to us on acceptable terms, oral all. In addition, we may be unable to develop alternate technology at an acceptable

price, or at all. Any of these events could have a material adverse effect on our business prospects, financial position or results

of operations.

EMPLOYEES

As of February 28, 201 I, we had 395 employees; 297 full time and 98 pan time, including six executives, 104 in

sales, 17 in marketing, sales administration and event planning, 31 in the development of our e-commerce solutions and IT, 19

in website production, 23 in SEO fulfillment, 90 in event reservations, 56 in customer support, and 49 in finance, legal and

general administration.

CORPORATE INFORMATION

iMergent, Inc. was incorporated as a Nevada corporation on April 13, 1995. In November 1999, we were
reincorporated under the laws of Delaware. Effective July 3, 2002, we changed our corporate name to "iMergent, Inc." to better

reflect the scope and direction of our business activities of assisting and providing web-based technology solutions to

entrepreneurs and small businesses who are seeking to establish a viable e-commcree presence on the Intemet.

We are headquartered at 1615 South 52 ad Street, Tempe, AZ, 85281, and our telephone number is (623) 242-5959.
Our website is www.imergentinc.com. Our website and the information contained therein or connected thereto shall not be

deemed to be incorporated into this Annual Report.

We make available free of charge on or through our Intemet website our annual reports on Form I0-K, quarterly

reports on Form IO-Q, current reports on Form 8-K and all amendments to those reports as soon as reasonably practicable after
such material is electronically filed with or furnished to the Securities Exchange and Commission (SEC).

You may read and copy this Annual Report at the SEC's public reference room at 450 Fifth Street, NW, Washington
D.C. 20549. Information on the operation of the public reference room can be obtained by calling the SEC at 1-800-SEC-
0330. The SEC maintains an Intemet site that contains reports, proxy and information statements and other information

regarding our filings at ww_v.sec.goy.
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GOVERNMENTALREGULATION

Weare subject to regulations generally applicable to all businesses. In addition, because of our workshop sales

format, we are subject to laws and regulations concerning sales and marketing practices, and particularly those with regard to
business opportunities, franchises and selling practices. We assert that we do not offer our customers a "business opportunity"
or a "franchise". as those terms are defined in applicable statutes of the states and other jurisdictions in which we operate, in

general, with the exception of California, in order to be subject to business opportunity regulations in a state, a company is

typically required to provide a representation guaranteeing a return in excess of the purchase price and/or provide a marketing
plan. We do neither. Various states and other jurisdictions, however, have contended we sell a business opportunity and we
have been involved in multiple regulatow proceedings as a result ofthosa contentions. It is possible that we will be required

to register as a seller of a business opportunity in some states or other jurisdictions in which we do business. The requirement
to register may have an adverse impact on our business. We believe we operate in compliance with laws concerning sales

practices, which laws in some jurisdiction s require us to offer the customer a three-day "cooling off" or rescission period in
which customers may cancel their workshop purchases. If we are requited to register as a seller of business opportunities we

may bc subject to rescission periods in excess of three days. Although we do not believe we are required to offer rescission

rights in most states, we voluntarily provide such rescission rights. These rights could reduce our sales if customers who
purchase products and services at our workshops elect to exercise those fights.

We are also subject to an increasing numberoflaws and regulations directly applicable to Interact access and

commerce. The adoption of any such additional laws or regulations may decrease the rate of growth of the Internet, which

could in turn decrease the demand for our products and services. Such laws may also increase our costs of doing business or
otherwise have an advegse effect on our business prospects, financial position or results of operations. Moreover, the

applicability to the Intemet of existing laws governing issues such as property ownership, libel, and personal privacy is

uncertain. In particular, one channel we use to initially contact our customers is e-mail. The use of e-mail for this purpose has
become the subject of a number of recently adopted and proposed laws and regulations. Future federal or state legislation or
regulation could have a material adverse effect on our business prospects, financial condition and results of operations.

INTERNATIONAL OPERATIONS

For a discussion of revenues relating to our international activities, see Note I. entitled BusinessSegment and Related

Information. in ourconsolidated financial statements.

ITEM IA. RISK FACTORS.

in addition to factors discussed elsewhere in this Annual Report, the following are important ris_ which could

adversely affect our future results. If any of the risks we describe below materialize, or if any unforeseen risk develops, our

operating results may suffer, our financial condition may deteriorate, the trading price of our common stock may decline and

our investors could lose all or part of their investment.

Proposed Federal Trade Commission rules could adversely impact the manner in which we solicit potential

customers.
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On April 5, 2006, the Federal Trade Commission announced proposed rules affecting sellers ofbasiness

opportunities. Undercurrent law, we do not believe we sell a business opportunity. The roles" ifamended, could require us to

provide a disclosure statement to potential customers prior to a sale in excess of a threshold amount. We would then either be

required to provide disclosure documents to all potential customers who sign up for a preview or provide the disclosure

document to all previewcustomers who elect to attend the workshop. If those rules were adopted and we were determined to
be a seller of business opportunities, such determination could negatively impact the manner in which we solicit potential
customers and could lead to a decrease in sales. We believe we cunently comply with the business opportunity statute in the

State of California, and we provide the disclosure document to all preview customers who elect to attend the workshop.

We have been subject to o number of claims by governmental agencies that we are required to register as a seller of

business opportunities, including actions seeking restraining orders or injunctions, and adverse decisions in these matters

could adversely affect our business.

We have been subject to a number of claims by governmental agencies which claim that we are requiwat to register as

a seller or provider of business opportunities. We have successfully defended such claims, except in the State of California
which has a statute with substantially different requirements than otherjurisdictioas. No assurances can be given that there

will not be other jurisdictions which may bring actions on similar grounds, or that such claims may be successfully defended.
We assert we do not sell a business opportunity and have not therefore registered as a seller under the various statutes (other

than California). Any new actions filed against us could also have a matedal negative impact on our sales or operations, if it is

determined in any other state that we are required to register as a seller ofbusiness opportunities in order to engage in business

in that state, the requirement to do so could materially impair our business operations and/or force us to change our business

model and consequently may advexsely affect our revenue, increase our compliance costs, and reduce our profitability.

Changes in international and domestic laws and regulallons and the interpretation and enforcement of such laws

and regulationscould adverselyimpact ou rfinancialresultsor abilitytoconduct business.

We are subject to a variety of international, federal and state laws and regulations as well as oversight from a variety
of international and domestic governmental agencies. The laws governing our business may change in ways that harm our

business. Federal, state or foreign governmental agencies administering and enforeing such laws may also choose to interpret

and apply them in ways that harm our business. These interpretations are also subject to change. Regulatory action could

materially impair or force u s to change our business model and may adversely affect our raven ue, increase our compliance

costs, and reduce our profitability. In addition, govemmentai agencies such as the SEC, IRS or state taxing authorities may

conclude that we have violated federal laws, state laws or other roles and regulations, and we could be subject to fines,

penalties or other actions that could adversely impact our financial results or our ability to conduct business.

From time to time we are and have been the subject of governmental inquiries and investigations into our business

practices that could require us to change our sales and marketing practices or pay damages or fines, which could negatively

impact our financtal results or ability to conduct business.

From time to time, we receive inquiries from federal, national, state, city and local government officials in the various

jurisdictions in which we operate. These inquiries and investigations generally concern compliance with various city, county.

state and/or federal regulations involving sales, representations made, customer service, refund policies, and marketing

practices. We respond to these inquiries and have generally been successful in addressing the concerns of these persons and

entities, without a formal complaint or charge being made, although there is often no formal closing of the inquiry or
investigation. See Part I, Item 3, Legal Proceedings, for a discussion of some of these pending matters. The ultimate resolution

of these or other inquiries or investigations may have a material adverse effect on our business or operations" ora formal

complaint could be initiated. During the ordinary course of business we also receive a number of complaints and inquiries

from customers, governmental and private entities. In some cases these complaints and inquiries have ended up in civil court.

While we attempt to resolve these matters on a mutually satisfactory basis, there can be no assurance that the ultimate

resolution of these matters will not have a material adverse effect on our business or results of operations. We are also subject

to various claims and legal proceedings covering matters which arise in the ordinary course of business. We believe the
resolution of these othercnses will not have a material adverse effect on our business, financial position, or results of

operations.
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We have been targeted by certain companies that contact our customers and misrepresent an affiliate relationship.

or solicit our customers to pay for sen, ices in seeking a refund.

Some of our customers have been contacted by unrelated parties that claim to have a relationship with us. Those

unrelated parties attempt to sell ourcustomers certain products. They often misrepresent that they have an affiliate relationship

with us. in some cases the products sold by these companies are not as advertised and we have received complaints from
customers. In certain instances the sale of products from non-affiliated third parties impacts our ability to have affiliated

companies market to our customers. In addition we have been targeted by unscrupulous marketing companies that call our
customers and solicit business selling "refund kits", we believe these kits and services instruct our customers to lie about their

transactions with us, the quality of service, and encourage our customers to contact regulators and misrepresent their
transactions with us.

From time to time we are and have been the subject of customer complaints and lawsuits relating to our business

practices which could require us to change our sales and marketing practices or pay damages or fines, which could

negatively impact our financial results.

In the ordinary course of business, we receive complaints and inquiries from both customers and governmental and
non-governmental bodies on behalf of customers and. in some cases, these customer complaints have resulted in litigation.

Some of these mattegs axe pending. The ultimate resolution of these matters may have a material advetze effect on our financial

position or results of operations.

We may be required to reduce our prices in order to compete which could negatively impact our profitability.

As competition with our StoresOnline software increases and as our Crexendo Web Services and VolP (voice over

internet protocol) services continues to expand, we may be required to respond to additional competition which could require

us to lower prices and engage in price competition. If intense plice competition occurs, we may be forced to lower prices.
which could result in lower revenue and gross margins.

We collect personal and credit card information from our customers and employees which could be subject to

misuse.

We maintain credit card and other personal information in our systems. Due to the sensitive nature of retaining such

information we have implemented policies and procedures to preserve and protect our data and our customers' data against

loss, misuse, cogruption, misappropriation caused by systems failures, unauthorized access or misuse. Notwithstanding these
policies, we could be subject to liability claims by individuals and customers whose data resides in our databases for the
misuse ofthat information.

We are subject to clalms that our software is "defective" and difficult to use and that a substantial number of our

customers do not activate their web pages.

We have been subject to claims by purchasers that our suftware is "defective" and difficult to use. Our software is a
SeaS model (software as a service) and is hosted remotely on our servers in Orem, Utah. We utilize "cloud computing," which

means that our software is hosted remotely, and as such cannot be selectively defective, but repeated claims of defective
software could have a negative effect on our ability to sell our products. We have also been subject to various claims that our

software is difficult to use. We contend our software is interactive, and can be used properly by our customers. However. the

claims of it being difficult to use axe investigated by various regulatory agencies, and the persistence of such claims by

regulatory agencies, in the news media, and on the Interuet, may have a substantial negative impact on our ability to transact
business. The claims that a substantial number of our customers do not activate their websites may impact the manner in which

we conduct our seminars and may have a negative impact on our operations.
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The telecommunicationsindustryishi&hlycon_vetitive.We face intensecomgetitionfrom traditionaltelephone

companies,wirelesscompanies,cablecompanies and alternativevoicecommunication providers.

Our VolP telecommunication product competes with other VolP providers (such as Vonage). In addition it also

competes with traditional telephone service providers (such as AT&T) which provide telephone service based on the public

switched telephone network. Some of these traditional service providers also provide intcraet service to their customers. Our
VolP offering is not fully compatible with such customers. Some of these traditional providers have also added VolP services.

There is also competition for cable providers, which have added VolP services to their existing cable customers. The
telecommunications industry is highly competitive. We face intense competition from traditional telephone companies,

wireless companies, cable companies, and alternative voice communication providers.

Most traditional wire line and wi,eless telephone service providers, cable companies, and some VolP providers are

substantially larger and better capitalized than we are and have the advantage of a large existing customer base. Because most

of our target customers are already purchasing communications services from one or more of these providers, our success is

dependent upon our ability to attract target customers away from their existing providers. Our competitors' financial resources

may allow them to offer services at prices below cost or even for free in order to maintain and gain market share or otherwise
improve their competitive positions.

Our ability to provide VolP is dependent upon third.parly facilities and equipment, the failure of which could cause

delays or interruptions of our service and impact our revenue and profitability.

Our ability to provide quality and reliable telephony service is in pan dependent upon the proper functioning of

facilities and equipment owned and operated by third parties and is, therefore, beyond ourcontrol. OUr VolP service (and to a
lesser extend our e-commerce services) requires our customers to have an operative broadband Intemet connection and an

electrical power supply, which are provided by the customer's lnteraat service provider and electric utility company and not
by us. The quality of some broadband Intemet connections may be too poor for customers to use our services properly, in

addition, if there is any interruption to a customer's broadband lnteraet service or electrical power supply, that customer will
be unable to make or wxeive calls, including emergency calls, using our service. We outsource several of our network

functions to third-party providers. If our third-party service providers fail to maintain these facilities properly, or fail to

respond quickly to problems, our customers may experience service intenuptions. The failure of any of these third party

service providers to properly maintain services may be subject to factors including but not limited to the following: (i) cause a

loss of customers, (ii) adversely affect our reputation, (iii) cause negative publicity, (iv) negatively impact our ability to

acquire customers, (v) negatively impact our revenue and profitability and (vi) potential law suits for loss of business, loss of
reputation or failure to be able to access emergency services.

We rely on third parties to provide a portion of our customer service representatives, initiate local number

portability for our customers and provide aspects ofour E.91 i service.

We offer our telephony customers support 24 hours a day, seven days a week. We rely on third parties (sometimes
outside of the U.S) to provide some services that respond to customer inquiries. These third.party providers generally represent

us without identifying themselves as independent parties. The ability of third-party providers to provide these representatives

may be disrupted due to issues outside our control.

We also maintain an agreeraent with an E-911 provider to assist us in routing emergency calls directly to an
emergency service dispatcher at the PSAP in the area of the customer's registered location and terminating E-911 calls. We
also contract with a provider for the national call center that operates 24 hours a day, seven days a week to receive certain

emergency calls and with several companies that maintain PSAP databases for the puq)ose of deploying and operating E-911

services. Interruptions in service from these vendors could cause failures in our customers' access to E-911 services and expose

us to liability.

16



Wealsohaveagreementswithcompaniesthatinitiateourlocalnumberportability,whichallownewcustomersto
retaintheirexisting telephone numbers when subscribing to our services. We will need to work with these companies to

properly port numbers. The failure to port numbers may subject us to loss ofcustomen or regulatory review.

ffany of these third panics do not provide reliable, high-quality service, our reputation and our business will be

harmed. In addition, industry consolidation among providers of services to us may impact our ability to obtain these services

or increase our expense for these services.

We are subject to the risk of future disruptive technologies, if new technologies develop that are able to deliver

competing voice and messaging services at lower prices, better or more conveniently, it could have a material adverse effect

on us.

Our VolP product competes against established alternative voice communication providers, (such as Skype or Magic

Jack). While we believe the technology we employ provides substantially better quality, changes in technology could allow

these alternative providers to deliver comparable quality at a substantially lower price. In addition as we continue providing
VoIP services, we are likely to face competition from emerging competitors focused on newer, less costly technology. In order

to compete with such service providers, we may have to reduce out prices, which would impair our profitability, or offer
additional features that may cause us to incur additional costs without commensurate price increases.

If we fail to adapt to rapid changes in the market then our products and services could become obsolete.

The market for our products and services is constantly and rapidly evolving. There is substantial competition for our
e-commeree services, Crexendo Business Services, and our VolP telephony product. As competitors introduce new and

enhanced products and services, we may not be able to develop or acquire new products and services that compete effectively.

Hew products based on new technologies or new industry standards could render our existing products obsolete and
unmarketable. Any technical flaws in products we release could have a negative effect on customer adoption and our

reputation.

Fluctuations in oar operating results may affect our stock price and ability to raise capital.

Our operating results for any given quarter or fiscal year should not be relied upon as an indication of future

performance. Quarter to quarter comparisons of our results of operations may not be meaningful as a result of(i) our limited

operating history relating to Crexendo Web Services and Crexendo Network Services and (ii) the emerging nature of the
markets in which we compete. Our future results will fluctuate, and those results may fall below the expectations of investors

and may cause the trsding price of our common stock to fall. This may impair our ability to raise capital, should we seek to do
so. Our quarterly results may fluctuate based on, but not limited to, the following factors:
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ourabilitytoattract and retain customers;

negative publicity about our industry, events, or products;

one-time events that negatively impact attendance and sales at our Preview Training Sessions and intemet

Training Workshops;

seasonal fluctuations in our business:

fluctuations in collections of our extended payment term agreements:

number of workshops in a given period;

intense competition;

changes in pricing policies;

regulatory actions and legal proceedings;

lntemet and online services usage levels and the rate of market acceptance of these services for transacting

co--roe;

our ability to timely and effectively upgrade and develop our systems and infrastracturc;

changes to our business model resulting from regulatory t_luirements;

our ability to control certain costs:

our ability to attract, train and retain skilled management, as well as strategic, technical and creative

professionals:

technical, legal and regulatory difficulties with respect to our workshop distribution channel and lnteraet use

generally;

the availability of working capital and the amount and timing of costs relating to our expansion; and

general economic conditions and economic conditions specific to ]ntemet technology usage and e-commerce.
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Errors in our technology or technological issues outside our control could cause delays or interruptions to our
custom£rs.

Our services(includinge-commerce and VolP) may be disruptedby problems withour technologyand systemssuch

asmalfunctionsinour softwareorotherfacilitiesand overloadingof our network.In additiontheremay be service

interruptionsforreasonsoutsideour control.Our customersand potentialcustomerssubscribingtoour serviceshave

experiencedinterruptionsinthe pastand may experienceinterruptionsinthe futureasa resultof thesetypesofproblems.

Interruptionscould cause usto losecustomersand offercustomer credits,which could adverselyaffectour revenue and

profitability.Network interruptionsmay alsoimpairour abilitytosign-upnew customers.Inadditionsinceour systems and

our customers'abilityto use our servicesateInremet-dependent,our servicesmay be subjectto "hacker attacks"from the

Interact,which could have a significantimpact on our systems and services.Our customers'abilitytouse our servicesis

dependent on third-partyinternalproviderswhich may sufferservicedisruptions.Ifserviceinterruptionsadverselyaffectthe

perceivedreliabilityofour service,we may have difficultyattractingand retainingcustomersand ourgrowth may suffer.

Adverse publicity could reduce customer interest in our workshops and harm our financial results.

We have received adverse publicity concerning our business, and may, in the future, receive additional adverse

publicity concerning our business. Adverse publicity concerning our business, including our Intemet Training Workshops,
products, services, management or legal proceedings could reduce the response rates to our advertisements, reduce attendance

and purchase rates at our workshops and third.party sales to our customers, and thereby adversely affect our revenues. We do
not always know when adverse publicity may occur and cannot accurately predict its impact on our business and results of
operations.

We may need to monetize a substantial portion of the customer receivables generated by our workshop business. If
we are unable to do so we may be required to raise additional working capital.

We offer our customers a choice of payment options at our Interact Training Workshops, including an installment
payment plan. These installment contracts me either sold to one of several third-party finance companies, with or without

recourse, orare retained by us. Thereafter, we sometimes seek to sell the service contracts to the servicer or other third patties.
We have in the past experienced difficulties selling these installment contracts at levels that provide adequate cash flow for

our business, and a recurrence of these difficulties would likely require us to raise additional _0rking capital to allow us to

service these assets on our own. Since May 2004, we have not sold installment contracts with any recourse provisions.

Our ability to use our net operating loss carryforwards may be reduced in the event of an ownership change, and
could adversely affect our financiai results.

As of December 31,2010, we had net operating loss ('NOL") canyforwards of approximately $6,092.000. Section 382

imposes limitations on a corporation's ability to utilize its NO[. carryforwards. In general terms, an ownership change results

flora transactions increasing the ownership of certain stockholders in the stock of a corporation by more than 50% over a three-
year period. Since our formation, we have issued a significant number ofshares, and purchasers of those shares have sold some

of them, eesulting in two ownership changes, as defined by Section 382. As a result ofthe most recent ownership change,
utilization of our HaL is subject to an annual limitation determined by multiplying the value of our stock at the time of the

ownership change by the applicable federal long-term tax-exempt rate. The annual limitation is approximately $461,000. Any
limited amounts may be canied over into later years, and the amount of the limitation may, under certain circumstances, be

increased by the "recognized built-in gains" that occur during the five-year period after the ownership change (the recognition
period). Future changes in ownership of more than 50% may also limit the use of these remaining HaL carryforwards. Our

earnings, if any, and cash resources would be materially and adversely affected if we cannot receive the full benefit of the
remaining NOL canyforwards. An ownership change could occur as a result of circumstances that are not within ourcontrol.
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We depend on our senior management and other key personnel, and a loss of these individuals could adversely

impact our ability to execute our business plan and grow our business.

We depend on the continued services of our key personnel, including but not limited to our Chief Executive Officer.

Steven O Mihaylo, Chief Financial Officer, Jonathan Erickson, Chief Technical Officer. David Rosenvall. Chief
Administrative Officer. David Krietzberg, Chief Legal Officer, Jeffery Kom, and Chief Operating Officer, Clint Sanderson, as

well as certain speakers at our Preview Training Sessions and Intemet Training Workshops. Each of these individuals has

acquired specialized knowledge and skills with respect to our operations. The loss ofone or more of these key personnel could
negatively impact our performance. In addition, we expect to hire additional personnel as we continue to execute our strategic

plan. particularly if we are successful in expanding our operations. Competition for the limited number of qualified personnel
in our industry is intense. At times, we have experienced difficulties in hiring personnel with the necessary training or

experience.

We ore dependent on credit card issuers who provide us with merchant accounts that are used to receive payments

from our customers and if we cannot maintain these merchant accounts our business would be harmed.

Each financial institution that issues merchant accounts establishes limits on the amount of payments which may be

received through the account. Our merchant accounts require us to keep reserves on deposit with them to protect the financial
institutions against losses they may incur with respect to the accounts. We have, in the past, experienced difficulty in

maintaining these merchant accounts in good standing due to changes in the reserve requirements imposed by the issuing
banks and the transaction amount permitted and changes in the rate of charge-backs. If we were to experience a significant
reduction in or loss of these merchant accounts our business would be severely and negatively impacted.

We might require additional capital to support business growth and fund other needs of the business, and such

capital might not be available.

We intend to continue to make investments to support business growth and may require additional funds to respond

to business opportunities and challenges, which include the opportunity to increase our revenue by increasing the number of
customer installment contracts that we retain rather than sell, the need to develop new products or enhance existing products,

the need to enhance our operating infrastructure and the opportunity to acquire complementary businesses and technologies.

Accordingly. we may elect or need to engage in equity or debt financing to secure additional funds. However, equity and debt

financing might not be available when needed or, if available, might not be available on terms satisfactony to us. If we are
unable to obtain financing on terms satisfactory to us, our ability to continue to support our business growth and to respond to

business challenges could be significantly limited.

Our operations could be hurt by a natural disaster, network security breach, or other catastrophic event.

Substantially our entire network infrastructure is located in Utah, an area susceptible to earthquakes. We do not have

multiple site capacity if any catastrophic event occurs and, although we do have a redundant network system, this system does
not guarantee continued reliability if a catastrophic event occurs. Despite implementation of network security measures, our

servers may be vulnerable to computer viruses, braak-ins and similar disruptions from unauthorized tampering with our

computer systems. In addition, if there is a breach or alleged breach of security or privacy involving our services, orifany thin]

party undertakes illegal or harmful actions using our communications or e-commerce services, our business and reputation

could suffer substantial adverse publicity and impairment.
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Our operations could be hun by terrorist attacks, fear of disease and other activity and events that make air travel

difficult or reduce the willingness of customers to attend our workshops.

We rely on frequent presentations of our Preview Training Sessions and lntemet Training Workshops by a limited

number of persons in various cities and these persons generally travel by air. in addition, these Preview Training Sessions and
Intemet Training Workshops involve large groups of persons in upseale and sometimes marquis hotel facilities. Our business

would be materially and adversely affected by air travel becoming less available due to significant cutbacks in the frequency

of service or significant increases in processing times at airports due to security or other factors or by air travel becoming

unavailable due to governmental or other action as was the ease during a brief period in September 2001. In addition, our

business would be materially and adversely affected if our potential customers wore to become fearful of attending large public
meetings.

The market for our products and services is evolving and our posltion in that market is uncertain.

The markets for our products and services are continuing to evolve and are increasingly competitive. Demand and

market acceptance for recently introduced and proposed new products and services and sales of such products and services

internationally are subject to a high level of uncertainty and risk. Our business may suffer if the market develops in an

unexpected manner, develops marc slowly than in the past or becomes saturated with competitors, if any new products and

services do not sustain market acceptance or if our efforts to expand internationally do not sustain market acceptance.

We may not have the resources to compete with other companies within our industry.

Many ofourdircct competitors have announced their intention to offer a range oflntemet products and services

comparable to those offered by us. These competitors at any time could elect to focus additional resources in our target

markets, which could materially and adversely affect us. Many of our current and potential competitors have stronger brand
recognition, longer operating histories, larger customer bases, longer relationships with customers and significantly greater

financial, technical, marketing and public relations resources than we do. We believe our competitors may be able to adapt

more quickly to new technologies and customer needs, devote greater resources to the promotion or sale of tbeir products and

services, initiate or withstand substantial price competition, take advantage of acquisition or other opportunities more readily
or develop and expand their product and service offerings more quickly.

Our expansion into international markets and development of country-specific e-commerce products and services

may be difficult or unprofitable.

We have commenced operations in selected international markets. There a_ difficulties inherent in doing business in
international maxkets such as:

cultural, language and other differences between markets could result in lower than anticipated attendance at

our Preview Training Sessions and Intemet Training Workshops and/or lower than anticipated sales;

banking and payment mechanisms that differ from those in the United States and make it more difficult forus

to both accept payments by credit canl and offer to customers a product that allows customers to accept credit
card payments on their websites;
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• unproven markets for our services and products;

* unexpected changes in regulatoryrequirements;

• terrorism, war and international conflict;

• potentially adverse tax environment;

• export restrictions and tariffs and other trade barriers;

burdens of complying with applicable foreign laws and exposures to different legal standards, particularly with

respect to sales and marketing practices, intellectual property, privacy and distribution of potentially offensive
or unlawful content over the Internet:

• fluctuations incunency exchange rates; and

• restrictions on repatriating cash from foreign markets.

Evolving regulation of the internet, includin 8 the use ore.mail as a marketing tool. may harm our business.

As e-commeme and VOIP continue to evolve they are subject to increasing regulation by federal, state, and foreign
agencies. Areas subject to regulation include, but may not be limited to, the use of e-mail, user privacy, pricing, content.

quality of products and services, taxation, advertising, intellectual property rights, and information security, in particulm', our

initial contact with many of our customers is through e-raail. The use of e-mail for this purpose has become the subject of a

number of recently adopted and proposed laws and regulations. In addition, laws and regulations applying to the solicitation.

collection, or processing of personal orconsumer information could negatively affect our activities. The perception of security
and privacy concerns, whether or not valid, may inhibit market acceptance of our products. In addition, legislative or

regulatory requirements may heighten these concerns if businesses must notify website users that the data captured after

visiting websites may be used by marketing entities to unilaterally direct product promotion and advertising to that user.
Moreover, the applicability to the lntemet of existing laws governing issues such as intellectual property ownership and
infringement, copyright, trademark, trade secret, obscenity and libel is uncertain and developing. Furthermore. any regulation

imposing fees or assessing taxes for Intemet use could result in a decline in the use of the lntemet and the viability ofe-

commeree. Any new legislation or regulation, or the application or interpretation ofexisting laws or regulations, may decrease

the growth in the use of the Intemet, may impose additional burdens on e.cornmeree or may require us to alter how we conduct

our business. This could decrease the demand for our products and services, increase our cost of doing business, increase the

costs of products sold through the lnternet or otherwise have a negative effect on our business, results of operations and
financial position.

Internetsecurityissuespose risksto thedevelopment ofe.commerce and our business.

Security and privacy concerns may inhibit the growth of the Interact and other online services generally, especially as
a means of conducting commercial transactions.
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We could experience security breaches in the transmission and analysis of confidential and proprietary information

of the consumer, the merchant, or both, as well as our own confidential and proprietary information.

Anyone able to circumvent security measures could misappropriate pmprietaw information or cause intenmptions in

our operations" as well as the operations of the merchant. We may be required to expend significant capital and other resourees

to protect against security breaches or to minimize problems caused by security breaches. To the extent that we experience

bw.aches in the security ofproprieta W information which we store and transmit, our reputation could be damaged and we could

be exposed to a risk of loss or litigation.

We depend upon our proprietary intellectual property rights, none of which can be completely safeguarded against

infringement.

We rely upon copyright law, trade secret protection and confidentiality or license agreements with our employees,

customers, business panners and others to protect our proprietary fights, bat we cannot guarantee that the steps we have taken
to protect our proprietary rights will be adequate. We do not currently have any patents or registered trademarks, and effective

trademark, copyright and trade secret protection may not be available in every country in which our products age distributed or

made available through the Intemet. In addition, there can be no assurance that a patent will issue ora trademark will be

referred based on our pending applications.

We may incur substantial expenses in defending against third-party patent and trademark infringement claims

regardless of their merit.

From time to time, parties may assert patent infringement claims against us in the form of letters, lawsuits and other

forms of communication. Third parties may also assert claims against us alleging infiingement of copyrights, trademark rights,

trade secret rights or other proprietaw rights or alleging unfair competition. If there is a determination that we have infringed
third-party proprietary rights, we could incur substantial monetary liability and be prevented from using the rights in the
future.

We are aware of lawsuits filed against certain of our competitors legarding the presentment ofadvertisernents in

response to search requests on "keywords" that may be trademarks of third parties. It is not clear what, if any, impact an adverse
ruling in these recently filed lawsuits would have on us. Many parties are actively developing search, indexing, e-comme_e

and other web.related technologies. We believe that these pmties will continue to take steps to protect these technologies,

including seeking patent protection. As a result, we believe that disputes regarding the ownership of these technologies are
likely to arise in the future.

There are low barriers to entry into the e.commerce services market and, as a result, we face significant competition

in a rapidly evolving industry.

We have no patented technology, and only a limited amount of other proprietary technology, that would preclude or
inhibit competitors from entering our business. In addition, the costs to develop and provide e-commeree services are

relatively low. Therefore, we expect that be will continually face additional competition from new entrants into the market in
the future. There is also the risk that our employees or independent contractors may leave and start competing businesses. The

emergence of these enterprises could have a material adverse effect on us. Existing or future competitors may better address

new developments or react more favorably to changes within our industry and may develop or offer e-commerce services

providing significant technological, creative, performance, price or other advantages over the services that we offer.
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Future sales of common stock by our existing stockholders and stock options granted by us could adversely affect

our stock price.

The market price of our common stock could decline as a result of sales of a large number of shares

of our common stock in the market or the perception that these sales could occur. These sales also might

make it more difficult for us to sell equity securities in the future at a time and at a price that we deem

appropriate. As of February 28,201 I, we had outstanding 10,645,135 shares of common stock.

Additional dilution will result if outstanding options are exercised. As of February 28, 201 I, we had

outstanding stock options to purchase 1,279,585 shares of common stock. In addition, in the event future

financings should be in the form of, convertible into or exchangeable for our equity securities, investors may

experience additional dilution.

Our business could be materially and adversely affected as a result of general economic and market conditions.

We are subject to the effects of general global economic and market conditions. Unfavorable changes in economic
conditions, including inflation, recession, or other changes in economic conditions may cause businesses and entrepreneurs to

curtail or eliminate spending on e-commerce services or to reduce demand for our products and services. An adverse change in

economic conditions may adversely affect our business.

Some provisions of our certificate of incorporation and bylaws may deter takeover attempts that may limit the

opportunity of our stockholders to sell their shares at a favorable price.

Some of the provisions of our certificate of incorporation and bylaws could make it more difficult fora third party to

acquire us, even if dolng so might be beneficial to our stockholders by providing them with the opportunity to sell their shares

at a premium to the then market price. Our bylaws contain provisions regulating the introduction of business at annual
stockholders' meetings by anyone other than the board of directors. These provisions may have the effect of making it more

difficult, delaying, discouraging, preventing or rendering more costly an acquisition or a change in control of our Company.

In addition, our corporate charter provides for a staggered board of directors divided into two classes. Provided that
we have at least four directors, it will take at least two annual meetings to effectuate a change in control of the board of

directors because a majority of the directors cannot be elected at a single meeting. This extends the time required to effect a

change in control of the board of directors and may discourage hostile takeover bids. We currently have six directors.

Further, our certificate of incorporation authorizes the board of directors to issue up to 5.000,000 shares of preferred

stock, which may be issued in one or more series, the terms of which may be determined at the time of issuance by the board of

directors without further action by stockholders. Such terms may include voting rights, including the right to vote as a series

on particular matters, preferences as to dividends and liquidation, conversion and redemption fights and sinking fund

provisions. No shares ofprefened stock are currently outstanding and we have no present plans for the issuance of any

preferred stock. However, the issuance of any preferred stock could materially adversely affect the rights of holders of our
common stock, and therefore could reduce its value. In addition, specific rights granted to future holders of preferred stock

could be used to restrict our ability to merge with. or sell assets to, a third party. The ability of the board of directors to issue

prcfened stock could make it more difficult, delay, discourage, prevent or make it more costly to effect a change in control.
thereby preserving the current stockholders' control.
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If we do not successfully expand our sales teams, we may be unable to substantially increase our sales.

We sell our products pdmarily through our training workshops, and we must expand the number of our workshop
sales teams to increase revenue substantially. ]f we are unable to hire or retain qualified speakers and sales team members or if

new speakers and team members fail to develop the necessary skills to be productive, or if they reach productivity mere slowly

than anticipated, our ability to increase our revenue and grow our business could be compromised. Our speakers and workshop
team members may require a long period oftime to become productive. The time required achieving efficiency, as well as the
challenge of attracting, training, and retaining qualified candidates, may make it difficult to grow revenue. Further, we may not

generate sufficient sales to offset the increased expense resulting from growing our workshop sales force, or we may be unable
to manage a larger workshop sales force.

Our stock price could decline further because of the activities of short sellers.

Our stock has historically attracted significant interest from short sellers. The activities of short sellers could further
reduce the price of our stock or inhibit increases in our stock price.

Our stock price and operations may be affected by potential stock manipulation.

We believe certain parties are acting in a manner to attempt to denigrate our business for personal profit. We believe

certain parties may have engaged in actions intended to cause harm to our Company, and certain parties have made efforts to

decrease the market price of our common stock. To the extent such parties engage in any such actions or take any other actions
to interfere with our existing and/or prospective business relationships with regulators, vendors, media, partners, customers,

lenders, or others, our business, prospects, financial condition and results of operations may suffer, and the price of our
common stock may trade at prices below those that might prevail in the absence of any such efforts.

Increased competition, including the entry of new competitors, the introduction of new products by new and existing

competitors, or price competition, could have a materially adverse effect on operating results and financial condition.

A number ofvcq, large, well capitalized, high profile companies serve the e-conunerce and technology markets, if any

of these companies entered our markets in a focused and concentrated fashion, we could lose customers, particularly more

sophisticated and financially stable customers, and our revenue and profitability would suffer. These potential competitors

could likely offera broad array of products and services that would compete favorably with our product offerings. They could
also likely offer these products at prices that would be difficult for us to match.

Our ability to continue to pay cash dividends may be affected by our operating results and other conditions.

In December 2008, the Board of Di_ctors decreased the quarterly cash dividend to $0.02 from $0.11 per common

share. Although we currently expect to continue to pay cash dividends to our stockholders, the ability to do so will depend
upon our results of operations, financial condition, cash requirements, as well as other factors. Also, there can be no assurance

that we will continue to pay cash dividends even if the necessary financial conditions are met and if sufficient cash is available
for distribution.
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Our publicly filed SEC reports are reviewed by the SEC from time to time and any significant changes required as a

result of any such review may result in material liability to us and have a material adverse impact on the trading price of our

common stock.

The teports of publicly-traded companies am subject to review by the SEC from time to time for the purpose of
assisting companies in complying with applicable disclosure requirements and to enhance the overall effectiveness of

companies' public filings. Comprehensive reviews by the SEC of such reports are now requited at least every three years under
the Sarbanes-Oxley Act of 2002. SEC reviews often occur at the time companies file registration statements, but reviews may

be initiated at any time by the SEC. While we believe that our previously filed SEC reports comply, and we intend that all
future reports will comply in all material respects with the published rules and regulations of the SEC, we could be required to

modify or reformulate information contained in priog filings as a tesult of an SEC review. Any modification or reformulation of

information contained in such reports could be significant and result in a material liability to us and have a material adverse

impact on the trading price of our common stock.

Our business and results of operations are affected by general economic conditions and are dependent upon the

price of postage, atr transportation and food service. Continuing high postage, airfare, and food costs or further cost

increases could have a material adverse effect on our operating results.

Our operating results are affected by general economic conditions, including inflation, _cession and cun_ncy
volatility. Currency fluctuations may make our software product less attractive to international purchasers which could

negatively impact our revenues. The economic environment may cause reduced demand for our software and widespread

national and international concern over instability in the economy may result in customers declining to pay for our product in

cash and using financing options which could negatively impact our results of operations and financial position.

Our ability to pass along the increased costs of postage, aiffa_ and food service to our customers is limited by the

competitive nature of the softwat_ and Interact industry. Often we have not been able to inctease our fees to fully offset the
effect of increased costs in the past and we may not be able to do so in the future. Additional increases in postage, air

transportation and food service costs or disruptions in air transportation or food service supplies could have additional

negative effects on us.

We are exposed to fluctuations in currency exchange rates.

Because we conduct business outside the United States but report our results in U.S. dollars, we face exposure to
adverse movements in currency exchange rates. As of December 31,20 ! 0, we had approximately $723,000 of net trade

teceivables denominated in foreign currencies and $284,000 in cash and cash equivalents denominated in foreign cun_ncies.
If the U.S. dollar weakens against foreign currencies, the translation of these fo_ign currency denominated transactions will

result in increased net revenues as cash is collected from net trade receivables and cash sales. Similarly, our net revenues as

cash is collected from trade receivables and cash sales will be negatively impacted if the U.S. dollar strengthens against foreign
currencies.

Examinations by relevant to.x authorities may result in material changes in related tax reserves for tax positions

taken in previously filed tax returns or may impact the valuation of certaln deferred income tax assets, such as net operating

loss carryforwards.

Based on the outcome of examinations by relevant tax authorities, or as a result of the expiration of statutes of

limitations for specific jurisdictions" it is reasonably possible that the related tax reserves for tax positions taken regarding

previously filed tax returns will materially change from those recorded in our financial statements. In addition, the outcome of
examinations may impact the valuation of certain defer_d income tax assets (such as net operating loss carryforwaxds) in

future periods, it is not possible to estimate the impact of the amount of such changes, if any, to previously recorded uncertain

tax positions.
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Our sales strategy for Crexendo products continues to develop. We intend to continue to develop our direct sales

force, as well as small fulfillment offices with sales staff located in larger metropolitan areas. We intend to develop Affiliates

(cornpanies providing lead generation) to assist in selling our products, if we do not establish, develop and manage these

relationships effectively, our ability to generate revenue and control expenses will be adversely affected.

Our success in developing Crexendo Web Services is dependent in part upon our ability to establish a robust sales

channel. As Crexendo Web Services has developed, our sales strategy morphed and emerged, our success with value added

resellers had been limited and we therefore depend more heavily on our direct sales channel while attempting to establish an
affiliate channel. We are attempting to work with affiliates who will provide lead generation to our sales foree cost

effectively. Our primanj focus is in developing our in house sales channel. Accordingly, our ability to sell our products and

services and generate significant revenue through third party leads is highly dependent on our ability to establish an affiliate
network.

Our ability to increase our revenues in the future will depend in large part on our success in developing and

maintaining a direct sales force to (i) sell to existing customers, (ii) sell to prospects developed by and threugh our affiliates.

(iii) make sales to leads generated through other sources and (iv) through cold sales. Any failure to develop or maintain the
appropriate sales level could limit our ability to make sales and could disrupt our relationships with affiliates and could harm

our business, financial condition and results of operations.

Our ability to increase our revenues in the future for Crexendo SEO and other products (such as Pay per Click ("PPC")

sales may depend on the strategy to develop a robust direct sales foree as well as small fulfillment and sales offices in major

metropolitan areas. Our strategy includes the ability to cost effectively hire qualified employees, develop sales offices in a cost
effective manner, and to acquire SEOoffices on an accretive cost basis paying for such office primarily with an "earn out". The

failure to property develop this strategy could impede the penetration of Crexendo Web Services into its anticipated markets,
and could harm our business, financial condition and results of operations.

We may undertake acquisitions to expand our business, which may pose risks to our business and dilute the

ownership of our existing stockholders.

As part of a potential growth strategy we may attempt to acquire certain businesses. Whether we realize benefits from

any transaction will depend in part upon the integration of the acquired business, the performance of the acquired products,
services, capacities of the technologies acquired as well as the personnel hired in connection therewith. Accordingly, our

results of operations could be adversely affected from transaction-related charges, amortization of intangible assets and
charges for impairment of long-term assets. While we believe that we have established appropriate and adequate procedures

and processes to mitigate these risks, there can be no assurance that any potential transaction will be successful.

In addition, the financing of any acquisition may require us to raise additional funds through public or private

sources. Additional funds may not be available on terms that me favorable to us and, in the case of equity financings, may

result in dilution to our stockholders. Future acquisitions by us could also result in large and immediate write-offs or

assumptions of debt and contingent liabilities, any of which may have a material adverse effect on our consolidated financial

position, results of operations, and cash flows.
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Our dependence on outside contractors and third.party agents for fulfillment of certain items and critical

manufacturing services could result in product or deliver)" delays andor damage our customer relations.

We outsousce the manufacturing of cestain products we sell and products we provide. We submit purchase orders to

agents or the companies that manufacture the products. We describe, among other things, the type and quantities of products

or components to he supplied or manufactured and the delivery date and other terms applicable to the products or components.
Our suppliers or manufacturers potentially may not accept any purchase order that we submit. Our reliance on outside parties
involves a number of potential risks, including: (I) the absence of adequate capacity, (2) the unavailability of, or interruptions

in access to, production or manufacturing processes, (3) reduced control over delivery schedules. (4) errors in the product, and

(5) claims ofthird party intellectual infringement or defective merchandise. If delays, problems or defects were to occur, it
could adversely affect our business, cause claims for damages to be filed against us, and negatively impact our consolidated

operations and cash flows.

If the market for our new products does not develop as we anticipate, our revenue may decline or fail to grow, which

would adversely affect our operating results.

We have started to market our Crexendo Web Services products and services, as well as develop additional products

including, but not limited to, hosted telecom. The market for these products is still evolving, and it is uncertain whether these

products and services will achieve and sustain high levels of demand and market acceptance.

If potential customers do not perceive the benefits of our product lines, sales may not develop or may develop more

slowly than we expect, either of which would adversely affect oar operations. Because the market for new product

development is difficult to predict, we may make errors in predicting and reacting to relevant business trends, which may have
a material adverse effect on our consolidated financial position, results of operations, and cash flows.

Our Chief F.xecutive Officer owns a significant amount of our common stock and could exercise substantial

corporate control.

Stcven G Mihaylo, our Chief Executive Officer (CEO), owns approximately 35% of our outstanding shares of
common stock based on the number of shares outstanding as of February 28.201 I. As a result. Mr. Mihaylo may have the

ability to determine the outcome of matters submitted to our stockholders for approval, including the election of directors and

any merger, amalgamation, consolidation or sale of all or substantially all of our assets. Mr. Mihaylo may have the ability to

control the management and affairs of our Company. Mr. Mihaylo also may have interests different than, or adverse to our
other stockholders. Accordingly, even though certain transactions may be in the best interests of other stockholders, this

concentration of ownership may harm the market price of our common stuck by. among other things, delaying, deferring or
preventing a change in control of our Company, impeding a merger, amalgamation, consolidation, takeover or other business

combination involving our Company, or discouraging a potential acquirer from making a tender offer or otherwise attempting

to obtain control of our Company.

In addition, sales or other dispositions of our shares by Mr. Mihaylo may depress our stock price. Sales of a significanl

number of shams of our common stock in the public market could harm the market price ofnurcommon stock. As additional
shan:s of our common stock become available for resale in the public market, the supply ofourcomrnon stock will increase,

which could result in a decrease in the market price of our common stock.

We have incurred operating losses.

We sustained operating losses in the current and prior years. Our ability to sustain profitability and positive cash

flows from operating activities will depend on many factors including, but not limited to, our ability to (i) reduce costs, (ii)

improve sales and marketing efficiencies, (iii) respond to the current economic slowdown, (iv) reach more highly qualified

prospects, and (v) achieve operational improvements.
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ITEM2.PROPERTIES

Ourcorporateofficesconsistofapproximately22,000square feet of office space in Tempe, Arizona and

approximately 78"000 square feet of office and training facilities we lease from unaffiliated third parties. Our corporate office
end Crexendo Network Services division me located at ! 615 South 52 ed Street, Tempe, Arizona 85281, our StoresOnline, inc.

and Crexendo Web Services office is located at 1303 North Research Way. Orem. Utah 84097 and we maintain a training

facility located in Salt Lake City, Utah. The lease for our StoresOnline, Inc. and Crexendo Web Services office terminates on
September 30, 2013 and the lease for our training facility located in Salt Lake City. Utah terminates on July 31,2013. The

annual rent expense for all of our office space and training facilities is estimated to be approximately $ 1,625"000 for the year
ending December 31. 201 t. We maintain tenant fire and casualty insurance on our assets located in these buildings in an
amount that we deem adequate. We also rent. on a daily basis, hotel conference rooms and facilities from time to time in

various cities throughout the United States, Canada and other countries at which we host our Preview Training Sessions and

lntemet Training Workshops. We are under no long-term obligations related to the hotel facilities.

ITEM 3. LEGAL PROCEEDINGS

F,mm time to time we receive inquiries from federal, state, city and local government officials in the various

jurisdictions in which we operate. These inquiries and investigations generally concern compliance with vmious city. county,

state and/or federal regulations involving sales, representations made, customer service, refund policies, and marketing
practices. We respond to these inquiries and have generally been successful in addressing the concerns of these persons and
entities, without a formal complaint or charge being made, although there is often no formal closing ofthe inquiw or

investigation. There can be no assurance that the ultimate resolution of these or other inquiries and investigations will not
have a material adverse effect on our business or operations" or that a formal complaint will not be initiated. We also receive

complaints and inquiries in the ordinary course of our business from both customers and governmental and non-governmental
bodies on behalf of customers, and in some cases these customer complaints have risen to the level of litigation. There can be

no assurance that the ultimate resolution of these matters will not have a material adverse affect on our business or results of

operations.

We have recorded a liability of approximately $50,000 and $ 1,0"/9,000 as of December 31,2010 and 2009.

respectively, for estimated losses resulting from various legal proceedings against our Company. Attorneys fees associated
with the various legal proceedings are expensed as incun_d. Other key estimates are discussed elsewhere in the notes to our
consolidated financial statements set forth in Item 8 of this Annual Report.

We are also subject to various claims and legal proceedings covering matters that arise in the ordinary course of
business. We believe that the resolution of these other cases will not have a material adverse effect on our business, financial

position, or results of operations.

ITEM 4. REMOVED AND RESERVED
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PART II

ITEM $. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OF EQUITY SECURITIES

MARKET INFORMATION

Our common stock began trading on the New York Stock Exchange - Amex Securities on August 16.2004 under the

symbol "fiG." The fo]lowing table sets forth the range of high and low sales prices as reported on the New York Stock
Exchange - Amex Securities for the periods indicated.

Year Ended December 31,2010
October to December 2010

July to September 2010
April to June 2010

January to March 2010
Six Months Ended December 31,2009*

October to December 2009

July to September 2009
Fiscal Year Ended June 30, 2009

April to June 2009
January to March 2009
October to December 2008

July to September 2008

High Low

$ 5.25 $ 4.22

5.00 3.16

7.O0 3.25

7.35 5.18

7.85 5.79

8.30 6.10

8.50 4.00

5.90 3.10

11.I0 3.46

12.15 9.15

* We changed our fiscal year end to December 31 effective December 31,2009. Accordingly, our fiscal period ended

December 3 I, 2009 was comprised of only two fiscal quarters.
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SECURITY HOLDERS

There were 292 holders of record of our shares of common stock as of February 28, 201 I.The

number of holders does not include individual participantsin security positions listings.

DIVIDENDS

The following table sets forth information regarding cash dividends declared by our Board of Directors for the year ended
December 3 I. 2010. the six months ended December 3 I. 2009, and the fiseal year ended June 30. 2009:

Per Slmr_
Declaration Date Dividend Record Date Total Amount

Year Ended December 3 !. 2010

December 20.2010 $ 0.02 December 30. 2010 $ 214,000

September 28.2010 $ 0.02 October 7, 2010 $ 228.000

June 22.2010 $ 0.02 June 29.2010 $ 229,000

March 29. 2010 $ 0.(}2 April 5.2010 $ 229.000

Pa_'n_nt Dale

January 7.2011
October 14, 2010

July 7.2010

April 12.2010

Six Months Ended December 31,2009

December 22. 2009

September !4. 2009

$ 0.02 December 29, 2009 $ 229.000 Janaury 5.2010

$ 0.02 September 22, 2009 $ 229,000 September 29.2009

Fiscal Year Ended June 30, 2009

June 30. 2009 $ 0.02 July 15, 2009 $ 229.000 July 31.2009

March 25, 2009 $ 0.02 April 6, 2009 $ 228.000 April 20. 2009

December 19, 2008 $ 0.02 January 4.2009 $ 227,000 January 20. 2009

September 3.2008 $ 0.11 September 20. 2008 $ 1.259,000 September 26.2008

There are no contractual restrictions on dividends declared for the year ended December 3 I. 2010, six months ended

December 31.2009. and fiscal year ended June 30, 2009.

ISSUER PURCHASES OF EQUITY SEQURITIES

We have a share purchase program that authorizes us to purchase outstanding shares of our common stock. The
aggregate dollar amount originally anthofized in September 2006 for purchase was $20,000,000 through September 2009. In

September 2007. our Board of Directors authorized the purchase of an additional $50,000.000 of our common stock through

September 2012. The following are details of purchases under this program for the quarter ended December 3 !. 2010:
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Period

Ocotober 1, 2010 - October 31,2010
November 1,2010 - November 30.2010

December l. 2010 - December 31, 2010

Total

Total Number Average
of Shares Price Paid

Purchased(a) Per Share

737,463 $ 4.75

737,463 $ 4.75

Total Appraxlamte
Number of Dollar

Sham Value of
Pu_hased Sham that
As Part of May Yet Be

Publicly Purchased
AJmouaced Under the

Plato Plato or

or Programs Pra_rams
$42'552,000

$42,552,000

737T463 $42,490,000
737,463 $42,490,000

(a) Our sham purehase program was originally announced on September 5, 2006. On September 4, 2007, our Board of

l_leclors authorized the lepurehase of an additional $50,000,000 of our common stock, bringing the total amount
authorized for repurchase to $70,000,000 through September 20 ! 2. During the three months ended December 3 I,

2010, 13,567 shares were purchased in open-market transactions at an average share price of $4.57.

On November 3, 2010, we announced the commencement of a modified Dutch auction tender offer to purchase up to

$4,750,000 in value of shares of our common stock at a price not less than $4.35 per share and not more than $4.75

per share. The tender offer closed on December 10, 2010, after which we purchased and cancelled 723°896 shams of
our common stock at a cost of $3,438,000.

RECENT SALES OF UNREGISTERED SECURITIES

None
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ITEM 6. SELECTED FINANCIAL DATA

The consolidated statement of operations data for the year ended December 31, 2010, the six months ended December

3 I, 2009, and the fiscal year ended June 30, 2009, and the consolidated balance sheet data as of December 3 I, 2010. and
December 3 I, 2009 me derived from our audited consolidated financial statements included elsewhere in this Annual

Report. The consolidated statement of operations data for the fiscal year ended June 30, 2008, 2007, and 2006 and the
consolidated balance sheet data as of June 30, 2009, 2008, 2007, and 2006 ave derived from audited consolidated financial

statements not included in this Annual Report. In order to provide a meaningful comparison with our current calendar year

2010 results and the six month transition period ended December 31,2009, the selected financial data below includes the

consolidated statement of operations data for the year ended December 3 I, 2009 and six months ended December 3 I, 2008,

which are derived from our unaudited consolidated financial statements not included in this Annual Report. Historical results

are not necessarily indicative of the results to be expected in the future.

The following selected financial data should be read in conjunction with the consolidated financial statements and

the notes thereto, set forth in Item 8 of this Annual Report, as well as the discussion under Item 7, Management °s Discussion

and Analysis of Financial Condition and Results of Operations, included in this Annual Report.

Consolidated Statement

of Operations Data:
Revenue

Net income 0oss)

Year Ended

December 31,

SIx Months Ended
December 31, Fiscal Year Ended June 30,

2010 2009 2009 2008 2009 2008 2007 2006
4mmmmmm

(in thousands, except per share amounts)

$ 65,793 $ 76,007 $ 35,716 $ 54,120 $ 94,411 $128,048 $151,617 $185,089

$ (2,310) $ 11,418 $ 1,331 $ (17,628) $ (7,542) $ 3,142 $ 24,001 $110,622

Net income Ooss) per
common share:

Basic

Diluted

$ (0.20) $ 1.00 $ 0.12 $ (I.55) $ (0.66) $ 0.27 $ 1.94 $ 9.09

$ (0.20) $ 1.00 $ 0.12 $ (1.55) $ (0.66) $ 0.26 $ 1.87 $ 8.76

Dividends percommon
share

Weighted average
conuTlon shares

outstanding:
Basic

Diluted

Consolidated Baluce Sheet Data:

Cash and cash equivalents
Working capital
Total assets
Defezred revenue

Debt and collateralised bon'owings
Capital lease obligations

Stockholders' equity

$ 0.08 $ 0.08 $ 0.04 $ 0.13 $ 0.17 $ 0A4 $ 0.20 $

11,357 11,381 11,402 11,351 !1'371 11,676 12,344 12,164
11,357 1 i'423 11,485 11,351 i 1,371 11,858 12,830 ! 2,625

As of December 31, As of June 30y

2010 2009 2008 2009 2008 2007

(in thousands)

2006

$ 14,207 $ 21,549 $ 18362 $ 20,474 $ 26,184 $ 36,859 $ 30,023

11,388 17,604 14,140 16,337 20,558 35,755 19,492
51,644 56,442 75372 67,354 86,614 96310 66,012

23,280 22,274 40,962 33,863 43,191 42"455 28,757
-- 148 115 179 D __

...... 91

20,120 25,982 13,666 24,400 32,475 44'408 29,979
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF

OPERATIONS SAFE HARBOR

In addition to historical information, this Annual Report contains forward-looking statements within the meaning of Section

27.4 of the Securities Act of1933 and Section 2 I E of the Securities Exchange Act of 1934. Actual results could differ

materially from those projected in the forward-looking statements as a result of a number of factor_ risks and uncertainties.

including the risk factors set forth in Item IA. above and the risk factors set forth in this Annual Report. Generally. the words

"anticipate", "expect", "intend", "believe" and $imilar exprexsions identify forward.looking statements. The forward-

looking statements made in this Annuai Report are made as of the filing date of this Annuai Report with the SEC, and future

events or circumstances could cause results that differ significantly from the forward-looking statements included

here. Accordingly, we caution readers not to place undue reliance on these statements. We e:cpre_iy disclaim any obligation

to update or alter our forward-looking statements, whether, as a result of new information, future events or otherwise after

the date of this document.

OVERVIEW

We are a provider of cloud-based infrastructure services to entrepreneurs and small and medium-sized businesses. Our

services include high quality voice and messaging services over broadband networks, Do-It-For-Me and Do-lt-Yourself

content management and website building tools, online marketing, online lead generation, e-commerce technology, and

training solutions that enable entrepreneurs and small and medium-sized businesses to build and maintain an effective online

presence. Our services are designed to help increase the predictability of success for online businesses.

Our primary web service offerings are designed to meet the needs of entrepreneurs and small and medium-sized

businesses anywhere along its l ifecycle. Our Do-lt-Yourself package includes our robust content management and website

building solution, fully enabled e-commerce package, online marketing tools, and educational training modules. In addition

to our primary service offerings for the Do-It-Yourself customer base, we also off'era variety of premium services to the Do.It-
Yourself customer such as initial site design and build, logo design, dropshipper/supplier integration, and a variety of seareh

engine optimization and link building packages.

Our Do-It-For-Me services are comprehensive and flexible allowing us to meet the needs of a wide variety of

customers ranging from those just establishing their online presence to those wanting to enhance their existing online
presence. These services include custom website design and development, search engine optimization, link building,
conversion rate optimization, paid search management, and social media management. Additionally, as the online space

continues to evolve our product and service offerings will continue to evolve to keep our customers on the cutting edge of the

online space.

In addition to web services, we offer a suite of high quality voice and messaging services over broadband
networks. OUr small and home office services are portable and allow our customers to make and receive phone calls almost

anywhere a broadband Intemet connection is available. We transmit these calls using Voip technology, which converts voice

signals into digital data packets for transmission over the Interaet. At a cost effective rate, each of our calling plans provides a

number of basic features typically offered by traditional telephone service providers, plus a wide range of enhanced features
that we believe offers an attractive value proposition to our customers.

We rely heavily on our network, which is a flexible, scalable Session Initiation Protocol (SIP) based VolP network

that rides on top of the Intemet. This platform enables a user via a single "identity" to access and utilize services and features

regardless of how they are connected to the Intemet. As a result, with one identity, either a number or user name, customers

have access to Crexendo voice, messaging, features, and personal profile information regardless of location, device, or how
they access the Interact.

SOURCES OF REVENUE

We derive our revenue from sales of a variety of services to entrepreneurs, small and medium-sized businesses,

including sale of software licenses, web design, SEO, paid search management, hosting, link building, and commissions from
third parties. Leads ate generated primarily through direct mail marketing campaigns, online advertising campaigns, and

through strategic pannenhips.

LICENSE REVENUE

We currently derive a substantial majority of our revenue from cash collected on the sale of our content management and web

building software licenses at workshop events held throughout the year. as well as principal collected on the sale of software



licenses sold Ihmugh extcndc(I payment tcnn ammgemenLs (EPTAs). In the fourth quarter of2010 we L,'ansitioned

npproximaeely 80_ from a sottwa: license model to u 5ottwarc as n Service ($aa$) model. However, as we recognize _vcnue
on our F.PTA contracts as cash is collected, we will continue to derive soflwam license rcyentl¢ for the next two to three years

as the original sale that derived the EPTA contract was a sohwuc license.
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PROFESSIONAL SERVICF_ REVENUE

We generate professional services revenue primarily from website design and development, search engine optimization
services, link building, paid search management services, and conversion rate optimization services. These services are

typically billed on a fixed price basis oron a monthly recurring basis with an initial term of six to twelve months.

SUBSCRIPTION AND HOSTING REVENUE

During the fourth quarter of2010 we tmnsitioned approximately 80% from a software license model to a SaaS model which
provides access to our software for a monthly fee. We also derive revenue from monthly web hosting fees from our software

license customers who utilize our hosting services. Revenue is recognized ratably on a daily basis over the life of the contract

for all subscription and hosting services. The typical contract is a mcun'ing monthly contract, although terms range up to ! 2
months. As we progress in this transition from a software license model to a SaaS model, key metrics, such as net subscriber

additions and monthly chum become increasingly important metrics in measuring fluctuations in revenue.

PRODUCT REVENUE

We generate product revenue from the sale of DVD training courses covering a host of online marketing topics, including

affiliate marketing, Amazon® and eBay® training, comparison shopping engines, competitive reconnaissance, conversion rate
optimization, keyword research, link building, localization and regionalization, paid search campaigns, permission marketing,

search engine optimization, social media marketing, and Google® Analytics. These services are typically billed on a fixed

price basis.

COMMISSION REVF-NI._

We generate commissions from contracted third-party companies who telemarket complementary products and services to our
customer base. This commission is typically paid as a percentage of revenue generated by these third-party companies on

products and services sold to our customer base.

As we are currently reliant upon sales generated through our workshop channel, for both cunent revenue in the form of cash
collected on the initial sale of the software license, DVD training courses, or professional services sold through our events, as

well as future revenue in the form of principal cash collected on EPTA contracts, our revenue will fluctuate based upon the

quantity of sales tears we have deployed at any point in time, quantity of events held, average cash percentage of buyers at

events, average number of buying units at events, average purchase price, and average sales rate at each event. In addition to
the metrics associated with our workshop events, our revenue will fluctuate with the dollar volume of collections on our
receivables, as we recognize revenue upon receipt of cash from our customers and not at the time of sale.

We have historically sold our products and services through an educational seminar model which has subjected us to

claims by governmental agencies that we are requited to register as a seller of business opportunities, as well as raised

questions about the mannerin which we sell the product. While we have successfully defended the claim of selling a business

opportunity, except in the State of Califoroia which has a statute with different requirements than other jurisdictions, we have
made changes to the manner in which we sell the product at our seminms in an effort to be more transpacnt. We do not believe

our model constitutes a business opportunity, but we have the ability to adjust our model if there are changes in the law

relative to selling business opportunities. Our ability to effectively align our business model with the needs of our customers

will impact our future growth opportunities.

Economic Factors

The tight credit markets in place over the past two years has adversely affected our business as consumers and
businesses continued to be limited in their ability to obtain alternate sources of financing. Since the tightening of the credit

markets began, we have seen an increasing percentage of customers elect to utilize our financing option, which have terms of
between two and three years. Because we recognize revenue as cash is collected, and not at the time of sale, this increase in the

percentage of customers utilizing our financing option has negatively impacted our current revenue, but will result in

additional future revenue as customer payments am collected.
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Opporlun hies

Technological and product innovation has been the foundation of our long-term growth, and we intend to maintain

our commitment to invest in product development, engineering excellence, and delivering high-quality products and services

to customers. Recognizing that one of our primaw business objectives is to help entrepreneurs and small and medium
businesses increase the effectiveness and visibility of their online presence, we organized Crexendo Web Services. Crexendo

Web Services offers a wide range of services, including content management. SaaS, SEO services, search engine management

.services, website and logo design services and conversion rote optimization services.

We believe our long-term focus on investing in products and developing new and alternative sales channels is
enabling us to build a foundation for growth by delivering innovative products, creating opportunities for potential channel

partners, and improving customer satisfaction. Our focus continues to be to execute in key areas through ongoing innovation

on our integrated content management software solution, responding effectively to customer and partner needs, and focusing

internally on product excellence, business efficacy, and accountability across our Company.

CRITICAl, ACCOUNTING POLICIES AND ESTIMATES

Our consolidated financial statements have been prepared in accordance with US OAAP and form the basis for the

following discussion and analysis on critical accounting policies and estimates. The preparation of these financial statements

requires estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses, and related

disclosure of contingent assets and liabilities. On a regular basis we evaluate our estimates and assumptions. Estimates are

based on historical experience and on various other assumptions that are believed to be reasonable under the circumstances,

which form the basis for makingjudgments about the carrying values of assets and liabilities that are not readily apparent from
other sourees. Actual results may differ from these estimates under different assumptions or conditions. Management has

discussed the development, selection and disclosure of these estimates with our Board of Directors and its Audit Committee.

A summary of our significant accounting policies is provided in Note I to our consolidated financial statements. We
believe the critical accounting policies and estimates described below reflect our more significant estimates and assumptions

used in the preparation of our consolidated financial statements. The impact and any associated risks on our business that are
related to these policies arc also discussed throughout this "Management's Discussion and Analysis of Financial Condition

and Results of Operations" where such policies affect reported and expected financial results.

Revenue Recognition

In general, we recognize revenue when all of the following conditions ar_ satisfied: (I) there is persuasive evidence of

an arrangement; (2) the product or service hasbeen provided to the customer, (3) the amount of fees to be paid by the customer
is fixed or detenminable; and (4) the collection of our fees is probable. Specifics to revenue category are as follows:

Software ]L,icen_ and Product Revenue

Cash sales of software licenses and DVD training courses, are recognized as revenue when the cash is received, net of

expected customer refunds, upon expiration of the customers' rescission period, which typically occurs three days afier the

licenses are delivered or when the lntemet training workshop takes place, whichever occurs later.

Sofiware licenses and DVD training courses sold underEPTAs are recognized as revenue upon receipt of cash from

customers and not at the time of sale. Although we believe we are able to reasonably estimate the collectability of our

receivables based upon our history of offering EPTAs, accounting standards require revenue to be deferred until customer

payments are received if collection of the original principal balance is not probable. Additionally, if we subsequently sell the
receivables on a non-recourse basis, accounting standards require that the related revenue be deferred until the customer makes

cash payments to the third-party purehaser of the receivables. There are no receivable balances outstanding that a_ subject to

recourse by our Company.
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WehavebundledproductsintwotypesofarrangementsatourInteracttrainingworkshop.Duringthefiscalyear
endedJune30, 2009, the six month ended December 3 I, 2009, and the first three quartets of the year ended December 3 I,

201 O, we primarily combined our software license with other complementmy products and would assign fair value using the
residual method in accordance with accounting guidance for software anangements. We use the residual method as we have

vendor specific objective evidence for all undelivered elements in the software lurangement. During the fourth quarter of
2010, we primarily sold our software under a SanS model and would combine it with other complementary products and would

assign fair value using the residual method in accordance with accounting guidance for multi-element arrangements. We use
the residual method as we have vendor specific objective evidence for all undelivered elements in the multi-element
arrangement.

Professional Services Revenue

Fees collected for professional services, including website design and development, search engine optimization

services, link-building, and paid search management services are recognized as revenue, net of expected customer refunds,
over the period during which the services are expected to be performed, based upon the fair value for such services. Fees

related to EPTA contracts are deferred and recognized as revenue during the service period or when cash is collected,
whichever occurs later.

Subscription and Hostine Revenue

Fees collected for subscription and hosting revenue are recognized ratably as services are provided. Customers are

billed for these services on a monthly or annual basis at the customer's option. For all of our customers, regardless of their

billing method, subscription revenue is recorded as defened revenue in the accompanying consolidated balance sheets. As

services are performed, we recognize subscription revenue ratably over the applicable service period. When we provide a flee
trial period, we do not begin to recognize subscription revenue until the trial period has ended and the customer has been
billed for the services.

Commission Reven¢_

We have contracts with third-party entities with respect to telemarketing product sales to our customers following the
sale of the initial software licenses. These products and services are intended to assist the customers with their Intemet

businesses. These products are sold and delivered completely by third parties. We receive commissions from these third

parties, and recognize the revenue as the commissions arc received, net of expected customer refunds.

Chance in Avail Contra¢|

In April 2007, we began marketing and selling Avail 24/7, an all-in-one communications service which assists small

businesses and entrepreneurs to manage phone menus, voicemail, email, and fax in one online application. Customers

purchasing the Avail product are charged a non-refundable activation fee along with a monthly service fee. The non-

refundable activation fee is deferred and recognized ratably over the estimated customer life, which is currently estimated to be
four and one-halfyears. The monthly service fee is recognized ratably over the service period.

In January 2010 we changed the contract that is associated with the sale of our Avail 24/7 subscription. Effective
March 3 I, 2010 any customer that has not activated their Avail 24/7 subscription was assessed an activation fee of an

additional $34.95. Prior to this change in contract, this activation fee was included in a bundle of items sold at the workshop

and there was no time limit on activation. All existing customers were notified of the change in contract in January and were
given 60-days to activate Avail 24/7 without paying the additional activation fee. As a result ofthis change in contract, we
recognized approximately $1,000,000 in revenue upon expiration of the 60-day notice in March 2010 for the Avail 24/7

activation fees described above as we no longer had an obligation to provide the activation. In addition to the change in the

Avail 24/7 contract, this product will not be included in the bundle of items sold at the workshop. Avail 24/7 will continue to
be sold as a standalone product.

Fees collected related to sales tax and other government assessed taxes are recognized on a net basis.
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Allowance for Doub{ful Accounts

Since 1999, we have offered to our customers the option to finance, through EPTAs, pumhases made at the Interact

training workshops. We record the receivable and deferred revenue, along with an allowance for doubtful accounts, at the time

the EPTA contract is perfected. The allowance represents estimated losses resulting from the customers' failure to make
required payments. The allowances for doubtful accounts for EPTAs we retain by the Company are netted against the current

and long-term trade receivable balances in our consolidated balance sheets. All allowance estimates a_ based on historical

collection experience, specific identification of probable bad debts based on collection efforts, aging of trade receivables,

customer payment history, and other known factors, including cunent economic conditions. If allowances prove inadequate.
additional allowances would be required. Because revenue generated from customers financing through EPTAs is defen_d and

not recognized prior to the collection of cash, adjustments to allowances fordoubt ful accounts arc made through defened

revenue and do not impact operating income or loss. Trade receivables are written-offagainst the allowance when the related

customers are no longer making required payments and the trade receivables are determined to be uncollectible, typically 90

days past their original due date.

Income Taxes

in preparing our consolidated financial statements, we are required to estimate our income taxes in each of the

jurisdictions in which we operate. This process involves estimating current income tax liabilities together with assessing

temporary differences resulting from differing treatment of items for tax and financial gporting puq3oses. These temporary
differences result in defencd income tax assets and liabilities. Our deferred income tax assets consist primarily of the future

benefit of net operating loss can'yforwards, certain deferred revenue, accrued expenses and tax credit carryforwards. We may

recognize the tax benefits from an uncertain tax position only if it is more-likely-than-not that the tax position will be

sustained on examination by the taxing authorities, based on the technical merits of the position.

RESULTS OF OPERATIONS

Results of Consoliclsted Operations

The following discussion of financial condition and results of operations should be read in conjunction with the
Consolidated Hnancial Statements and Notes thereto and other financial information included elsewhere in this Annual

Report. On November 2009, our board of directors approved a change of our Company's fiscal year end from June 30 to

December 31 effective December 31.2009. The resulting six-month period ended December 3 !, 2009 may be refened to herein

as the "Transition Period". The six-month period ended December 3 !, 2008 is unaudited. We refer to the period beginning

July 1, 2008 and ending June 30. 2009 as "fiscal 2009", and the period beginning July !, 2007 and ending June 30, 2008 as
"fiscal 2008".

In order to provide a meaningful comparison with our current calendar year 2010 results, the tables and discussion

that follow compare the results for the year ended December 3 I, 20 ]0 with the unaudited resu Its of the year ended

December 31,2009, as well as the six months ended December 3 I, 2009 and 2008 (unaudited) and the fiscal years ended

June 30, 2009 and 2008.

Six Months Ended
Year EndedDecember31, December31,

2010 2009 2009 2008

C.onsolidated Operations (in thousands, except per share amounts)
Revenue $ 65393 $ 76,007 $ 35,716 $ 54,120 $

Income 0oss) before income taxes (I ,618) 7,405 1,968 (7,298)
Income tax benefit (provision) (692) 4,013 (637) (10,330)

Net income 0oss) (2,31 O) i 1.418 1,331 (I 7,628)
Diluted net income (Ioss) per share $ (0.20) $ 1.00 $ 0.12 $ (1..55) $

Fiscal Year Ended June 30.

2009 2008

94,411 $ 128.048
(1_61) 6,181

(5.681) (3,039)

(7,542) 3.142

(0.66) $ 0.26
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Year Ended December 31, 2010 Compared to Year Ended December 31, 2009

_enue

Total net revenue decreased !3 % in the year ended December 3 !, 2010 compared with the same period of 2009.

primarily due to a 28% decrease in principal collected on our accounts receivable balance, a 16% decrease in commissions

payable to us by third parties as a result of fewer leads generated from our StoresOnline division, and a 15% decrease in the
number of workshops held. Crexendo Web Services generated revenue of $1.322,000 during the year ended December 31,

2010 compared with $127,000 in the corresponding period in 2009.

Income (Loss) Before Income Taxes

Income (loss) before income tax decreased $9.0 million, or ! 22%, in the year ended December 3 I, 2010 compared
with the conesponding period of 2009, Revenue for the year ended December 3 I. 2010 decreased $10.2 million, or 13 % as

compared to same period of 2009. Total operating expenses decreased 2% to $72,367,000 for the year ended December 31,

2010, compared to $74,220.000 in the corresponding period of 2009. The increase in operating expenses as a percentage of

revenue, flora 98% in the year ended December 3 !. 2009 to I 10% in the year ended December 3 I, 2010. was primarily
attributable to increases in costs in our Crexendo Web Services and our Crexendo Network Services division as we continue to

develop new products and services and invest in additional sales and marketing channels to diversify oureustomer base.

Income Tax Provision

During the year ended December 31.2010. we recorded an income tax provision of $692,000. This compares to
income tax benefit of$4.013,000 for the year ended December 3 I, 2009. Income taxes me based on the estimated effective

federal, state and foreign income tax rates. Although we had a pre-tax loss for the year ended December 31,2010 of

$ 1,618,000 we had provision for income taxes primarily as a result of an uncertain tax liability due to the use of foreign tax

credits on returns amended during the year ended December 3 I, 20 !0 and an additional valuation allowance placed on our
remaining foreign tax credits. Our tax rate for the year ended December 3 I. 2009 was favorable as a result of the reve:sal of an
uncertain tax liability due to a favorable conclusion of an audit in the United States.

Six Months Ended December 31, 2009 Compared to Six Months Ended December 31, 2008

Revenue

Total net revenue decreased 34% in the six months ended December 31,2009 compared with the same period of
2008. primarily due to a 33% decrease in principal collected on our accounts receivable balance, a 33% decrease in

commissions payable to us by third parties as a result of fewer leads generated from our StoresOnline division, and a 24%

decrease in the number of workshops held. Crexendo Web Services generated revenue ors ! 27.000 during the six months
ended December 3 I. 2009 compared with zero in the corresponding period in 2008.
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Income fLoss) Before lncome Taxes

Income (loss)beforeincome tax increased$9.3 million,or 127%. inthe sixmonths ended December 3I,2009

compared withthe con_sponding periodof2008. Revenue forthe sixmonths ended December 3 I,2009 decreased$18.4

million,or34% ascompared tosame periodof 2008. Operatingexpenses decreasedas a percentageof revenue,from 119% in

thesixmonths ended December 3 I.2009 to 101% inthe sixmonths ended December 3 I,2008.The decreaseisprimarilydue

tothe implementationofsalesand marketingcostsavingsprograms which lowered our costpermailpieceinour StoresOnline

divisionasdescribedbelow inthesegment operatingresults.

Income Tax Provision

During the six months ended December 3 i, 2009, we recorded an income tax provision of $637.000. This compares

to an income tax provision of $10,330,000 for the six months ended December 31, 2008. The income tax provision recorded

for the six months ended December 31.2008 is higher than federal, state, and foreign statutory rotes as a result of our
settlement with the Internal Revenue Service C1RS") and the creation of a valuation allowance on certain deferred income tax

assets, as discussed below.

Fiscal Year Ended June 30, 2009 Compared to Fiscal Year Ended June 30, 2008

Revenue

Total net revenue decreased 26% in the fiscal year ended June 30. 2009 compared with the same period of 2008,
primarily due to an i 1% decrease in principal collected on our accounts receivable balance, a 17% decrease in commissions
payable to us by third parties as a result of fewer leads generated from our StoresOnline division, and a 24% decrease in the

number of workshops held.

Income floss) Before Income Taxes

Income (loss) before income tax increased $8.0 million, or 130%, in the fiscal year ended June 30, 2009 compared
with the corresponding period of 2008. Revenue for fiscal year ended June 30, 2009 decreased $33.6 million, or 26% as

compared to same period of 2008. Total operating expenses decreased 22% to $102,290,000 for the year ended December 31,

2010, compared to $131,301,000 in the corresponding period of 2009. Operating expenses increased as a percentage of

revenue, from 103% in the fiscal year ended June 30, 2008 to 108% in fiscal year ended June 30, 2009. Trends in operating

expenses will not always be consistent with the trends in revenues due to the fact that cost of revenues and selling and

marketing expenses are typically recognized when incurred, at the time of sale, and no later than the expiration of the

customer's three-day cancellation period, but the related revenues are often defer_d in accordance with accounting guidance.

Income Tax Provision

During fiscal 2009, we recorded an income tax provision of $5,681,000. This compares to an income tax provision of
$3,039,000 during fiscal 2008. The income tax provision recorded in fiscal 2009 is higher than federal, slate, and foreign
statutow rates as a result of our settlement with the Internal Revenue Service ("IRS") and the creation of a valuation allowance
on ceaain deferred tax assets.

in August 2009, we reached a settlement with the IRS resulting from its audit of our income tax returns for fiscal years
2007, 2006, and 2005. The settlement with the IRS related to the following items:

the deductibility, under the provisions of internal Revenue Code Section 274 ("Section 274"), of 50% of the cost
of meals provided to attendees at our preview and workshop training sessions. The settlement reached with the

IRS appeals office allows us to deduct 100% of all meals provided to attendees at both the preview and workshop
training sessions. Therefore, no liabilities are recognized in the consolidated financial statements related to this
issue.
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limitations imposed by Internal Revenue Code Section 382 CSection 382"). Section 382 imposes limitations on a

cogpomtion's ability to utilize its NOLs if it experiences an "ownership change." In general terms, an ownership
change msuhs from transactions increasing the ownership of certain stockholders in the stock of a corporation by
more than 50 percentage points over a three-year period. From the time of our formation through fiscal 2002, we

issued a significant number of shares, resulting in two changes of control, as defined by Section 382. As a result of

the most recent ownership change, utilization of our pre-ownet_hip change NOL carryovers a_ subject to an

annual limitation under Section 382. The annual limitation is determined by multiplying the value ofourstock at

the time of the ownership change by the applicable federal long-term tax-exempt rate. Any unused annual

limitation may be carried over to later years (until those lqOLs expire), and the amount of the limitation may,

under certain circumstances, be increased by the "recognized built-in gains" that occur during the five-year period
after the ownership change (the "recognition period"). We had previously determined we had sufficient built-in

gains to offset future income without limitation. As a remit of the settlement roached with the IRS, we conceded

that the fiscal 2002 ownership change resulted in a Section 382 limitation of $461.000 per year and that there
were not sufficient built-in gains to offset future income. Based on this settlement, we have determined that it is

more likely than not that approximately $14,641,000 of our federal NOL carry forwards will expire unutilized. We

do not account for the forgone NOL canyovers in our deleted tax assets and only account for the NOL
canyforwards that will not expire unutilized as a result of the restrictions of IRC section 382.

the IRS argued to re-open ourincomc tax returns for the fiscal years ended June 30, 2004 and 2003, both of which

are closed from examination. The IRS argued that under Section 481(a) there was a change in "method of

accounting" with respect to our recognized built-in-gains described above. As part of the settlement, the IRS
appeals office found no merit to the assertion that Section 48 l(a)can be applied to the fiscal 2004 and 2003 tax

returns. Therefore, no liabilities are recognized in the consolidated financial statements related to this issue.

Segment Operating Results

The information below is organized in accordance with our three reportable segments. Segment operating income

0oss) is equal to segment net revenue less segment cost of revenue, sales and marketing, and general and administrative
expenses. Segment expenses do not include certain costs, such as coq:orate general and administrative expenses and share-
based compensation expenses, which are not allocated to specific segments.

Operating Results of our StoresOrdine Division (in thousands)

Sbt Months Ended
Y,-,r Ended December 31, December 31,

2010 2009 2009 2008
StoresOnline

Revenue $ 64.47 i $ 75,880
Operating expenses:

Cost of revenue 20,876 22,384 I 1,186

Selling and marketing 31,433 33,499 15.9 ! 1
General and administrative 6.653 6,830 3.037

Operating income 0oss) $ 5,509 $ 13,167 $ 5.455

Other income 4.956 5_619 2,491

Incorae0oss)beforetaxes $ 10.465 $ 18.786 $ 7.946

Figel Year Faded Jura 30,

2009 2008

$ 35,589 $ 54,120 $ 94,411 $ 128,048

17,746 28,945 41,011
34,565 52.154 69,556

6,141 9,630 9.488

$ (4,332) S 3,682 $ 7,993

2.891 6.018 9.434

S G.441) $ 9300 $ 17.427

Year Ended l)ecember 31, 2010 Compared to Year Ended December 31, 2009

Revenue

Revenue for the year ended December 3 l, 2010 decreased 15 % to $64.471.000 from $75.880.000 for the year ended
December 3 I, 2009.
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Revenue from our StoresOnline division is generated primarily through cash collected on the sale of StoresOnline

software licenses at workshop events held throughout the year, as well as principal amounts collected on the sale of
StorcsOnline software licenses sold through EPTAs. Fees for our StoresOnline Software (SOS)licenses sold under EPTAs are

recognized as revenue as cash payments are received from the customer and not at the time of sale. Revenue related to cash

collected under EPTA agreements decreased to $18,028,000 for the year ended December 3 I. 2010. compared to $24,966,000
for the year ended December 3 I. 2009. The decrease in cash collected under EPTA agreements was primarily due to a decrease

in our accounts receivable balance, which for StoresOnline, generates revenue as cash is collected in future periods. Our

typical EP'rA contract is for a period of two to three years. As such, increases in sales at our workshop events made through

EIXI'A's am initially recognized in our balance sheet, net of bad debt, through our deferred revenue balance, rather than

through the income statement. As we have decreased the number of sales teams over the past two years from nine teams, to six
teams, and finally to four teams, our principal collection of receivables has steadily declined. As we currently finance a

substantial percentage of our customers through EPTA agreements, one of the key indicators in our sales growth is increases in
our defenvd revenue balance, as it represents future revenue upon collection of receivables. The following table summarizes

the activity within deferred revenue for the years ended December 3 I, 2010 and 2009 (in thousands):

StoresOnline deferred revenue as of

January 1, 2009

Cash collected on Principal of EPTA
Contracts

Defezred revenue added during period (net
of writeoffs)
StoresOnline deferred revenue as of

December 31, 2009

Cash collected on Principal of EPTA
Contracts

Deferred revenue added during period (net
of writeoffs)

StoresOnline deferred revenue as of

December 3I, 2010

$ 40,962

(24,966

6.249

22,245

(18,028

19,012

$ 23,229

Cash sales of SOS licenses and other products at our events as well as hosting revenue decreased to $35,794,000 in

the year ended December 3 I. 2010. compared to $ 38,17 ! ,000 in the year ended December 3 I, 2009. The decrease was
primarily attributable to:

(I) The number of Intemet Training Workshops we conducted during the year ended December 3 l, 2010 decreased

15% to 571 (including 28 that were held outside the United States)compared to 673 (21 were held outside the United
States) during the year ended December 31,2009.

(2) As a result ofthe decrease in number of events in the year ended December 3 !, 2010, we had approximately 7,755

fewer buying units in attendance at our previews in the year ended December 31.2010 compared to the year ended December

31,2009. As a result oftbe decrease in numberofevents, we had approximately 1,897 fewer workshop buyers in the year

ended December 3 I. 2010 as compared to the year ended December 3 I, 2009. The decrease in the number of workshop buyers

reduced revenue for the year ended December 3 l, 2010 by approximately $3.638.000. compamcl to the corresponding period
of 2009.

(3) Cash purchases as a percentage of total workshop purchases decreased to 37% for the year ended December 3 l.
2010 from 4 ! % for the year ended December 30, 2009. The lower percentage of cash at the workshop further decreased

revenue for the year ended December 3 !. 2010 by approximately $2,621.000, compared to the corresponding period of 2009.

(4) Off'setting the decrease in workshop buying units and the lower cash percentage was the fact that approximately
28% of buying units made a pumhase at the workshops during the year ended December 3 I, 201 O, compared to 25% for the
year ended December 3 i, 2009, which resulted in 1,465 additional workshop buyers and $2.957.000 in additional workshop

revenue.

(5) Further offsetting the decrease in workshop buying units and the lower cash percentage was a $228.000 increase
in hosting revenue for the year ended December 31,20 ! 0, compared to the corresponding period of 2009.

(6) Revenue from preview and follow-up events decreased by $1.729,000 during the year ended December 3 !, 20 ! 0
compared to the year ended December 3 I. 2009.
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(7) Partially offsetting the overall decrease in revenue was a decrease to deferred revenue of $769,000 in the year

ended December 3 I. 2010 compared to a decrease of$15 I.(300 in the same period of 2009. The majority of the decrease in

2010 was due to the change in the Avail 24/7 contract (See Note ! to the financial statements). The difference in the change in
defened revenue in both periods resulted in a $618,000 increase to revenue in the year ended December 31.2010 compared to

the same period in 2009.

(8) Partially offsetting the overall decrease in revenue was a decrease in refunds when compared to the prior

period. As a result of giving fewer refunds in the current period, revenue increased $2,081,000 in the year ended December 3 I.

20 !0 compared to the year ended December 31,2009.

Commissions from third parties decreased 16% to $10,649,000 for the year ended December 3 l, 2010, from

$12,743,000 for the year ended December 3 I, 2009.

Cost of Revenue

Cost of revenue consists primarily of the cost to conduct Interact Training Workshops. credit card fees. and the cost of

products sold. Cost of revenue for the year ended December 3 I, 20 !0 decreased 7% to $20.8"/6,000, from $22,384,000 for the

year ended December 31.2009. Cost of revenue as a percentage of revenue increased to 32% in the current year compared to
29% in prior year. The increase in cost ofrcvenue as a percentage of revenue was primarily due to the implementation of
certain promotions beginning in September 2010 designed to increase the attendance at our workshops. The impact of these

promotions was an increase of 3% to cost of revenue as a percentage of revenue.

Selling and Marketing

Selling and marketing expenses consist of payroll and related expenses for sales and marketing activities, advertising,

and promotional and public relations expenses. Selling and marketing expenses for the year ended December 3 I, 2010
decreased 6% to $31,433.000, from $33.499.000 for the year ended December 3 !. 2009. Selling and marketing expense as a

percentage of revenue increased to ,19% in the current year from 44% in prior year. primarily due to a decrease in the response

to our direct mail advertising. This decrease in response rate resulted in fewer attendees at ourpreview events compared to the

prior year quarter. As a result of the decrease in response rate despite the same level of expense on our direct mail advertising,

our revenue per advertising dollar decreased, which significantly impacted our selling and marketing expense as a percentage
of revenue. The overall decrease in selling and marketing expense is due primarily to a !9% decrease in number of preview

events to 3,404 in the current year compared to 4,191 in the prior year. which decreased preview related event costs by

approximately $525.000. Trends in selling and marketing expenses will not always be consistent with the trends in revenue

due to the fact that selling and marketing expenses are typically recognized when incuned, at the time of sale. and no later

than the expiration of the customer's three-day cancellation period, but the related revenue is often deferred in accordance

with the application of generally accepted accounting principles.

General and Administrative

General and administrative expenses consist of payn311 and related expenses for executive, accounting and

administrative personnel, legal, accounting and other professionals, finance company service fees, and other general corporate

expenses. General and administrative expenses for the year ended December 31,2010 had a small decrease to $6,653,000 from

$6,830,000 for the year ended December 3 I, 2009.

Other Income

Other income primarily relates to EPTA contracts, which generally carry an i 8% simple interest rate. For the year
ended December 31,2010 and 2009, other income was $4,956,000 and $5,619,000, respectively. The decrease was primarily
attributable to the collection of intercst income from EPTA contracts decreasing 17% to $4,653,000 for the year ended

December 3 !, 20 i 0 compared to $5,6 i 9,000 for the year ended December 31,2009. This decrease was partially offset by a
one-time sale of rcceivables that had previously been written off the books for $303,000 in the cunent year.
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Six Months Ended December 31, 2009 Compared to Six Months Ended December 31,2008

Revenues

Revenues for the six months ended December 3 I, 2009 decreased 34% to $35,589,000 from $54,120,000 for the six

months ended December 2008.

Fees for SOS licenses .sold under EPTAs are recognized as revenue as cash payments arc received from the customer
and not at the time of sale. Revenues related to cash collected under EPTA agreements decreased to $10.654,000 for the six

,non ths ended December 3 i, 2009 compared to $ I 5.819,000 for the si x months ended December 31, 2008. The decrease in
cash collected under EFgA agreements is primarily due to an increase in uncollectable accounts which we believe was a result

of worsening economic conditions, as well as decrease in sales made under EPTA agreements as a result of the reduction in

number of workshop events. During the six months ended December 31,2009 we increased our reserve on uncollectable

accounts by an additional $8,738,000 as a result of increasing deterioration in our accounts receivable collections. The
following table summarizes the activity within deferred revenue for the six months ended December 3 I. 2009 and 2008 (in

thousands):

StoresOuline deferred revenue as of July

1,2008

Cash collected on Principal of EPTA
Contracts

Defened revenue added during period (net

of writeoffs)

StoresOnline deferred revenue as of

December 31, 2008

$ 43,191

(15,819

13,590

$ 40,962

StoresOnllne deferred revenue as of July
1,2009

Cash collected on Principal of EP'rA
Contracts

Defened revenue subtracted during period

(net of writeoffs)

StoresOnline deferred revenue as of

December 31,2009

$ 33,863

(10,654 )

(935 )

$ 22,274

The remaining decrease in revenues for the six months ended December 31.2009 compared to the six months ended
December 3 I, 2008 is primarily related to a decrease in cash sales of SOS licenses at workshop and preview events which

decreased to $15,161.000 in the six months ended December 2009 compared to $21,717,000 in the six months ended

December 3 I, 2008. The decrease is attributable to:

(!) The number of Interact Training Workshops conducted during the six months ended December 31. 2009

decreased 24% to 342 (including 21 that were held outside the United States) compared to 452 (including 81 that _re held

outside the United States) during the six months ended December 3 I, 2008.

(2) The average number of buying units in attendance at our workshops during the six months ended December 31.

2009 decreased to 76 from 87 during the six months ended December 3 I, 2008. Persons who pay an enrollment fee to attend

our workshops axe allowed to bring a guest at no additional charge, and that individual and his/her guest constitute one
buying unit. If the person attends alone, that single person also counts as one buying unit.

(3) Approximately 23% of the buying units made a purchase at the workshops during the six months ended December

3 I, 2009, compared to 29% for the six months ended December 31,2008. As a result of the decrease in number of events,

number of buying units per event, and percent purchased per event, we had approximately 4,300 fewer workshop buyers in the
six months ended December 3 I, 2009 as compared to the six months ended December 3 I, 2008. The result ofthe decrease in

the number of workshop buyers reduced revenue by approximately $9,332,000.

(4) Cash purchases as a percentage of total workshop purchases increased to 43% for the six months ended December
3 l, 2009 compared to 41% for the six months ended December 3 I. 2008. The increase in cash percentage of total workshop

purchases increased revenue by approximately $474,000.
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Revenues were reduced by $20"/,000 during the six months ended December 31,2009 and $1.280.000 during the six

months ended December 31 2008, as a result of various legal matters discussed elsewhere within this document in which

agreements were reached, or expected to be reached, allowing for customer refunds.

Third party commission and other revenues decreased 33% to $9,830,000 for the six months ended December 31,

2009 compared to $14,639,000 for the six months ended December 3 I, 2008. The decrease was primarily attributable to a

decrease in commissions from third parties as a result of fewer leads sent to third parties due to a decrease in our sales.

Cost of Revenues

Cost of revenue consists primarily of the cost to conduct Interact Training Workshops, credit card fees and the cost of

products sold. Cost of product and other revenues for the six months ended December 3 I, 2009 decreased 37 % to $ ! i .i 86,000
from $17,746.000 for the six months ended December 31,2008. The decrease in cost of product and other revenues is

primarily attributable to the decrease in workshop revenue along with the implementation of cost saving measures designed to
reduce travel and event costs. Trends in cost ofrevenue will not always be consistent with the trends in revenue due to the fact

that cost of revenue is typically recognized at the time of sale and no later than the expiration of the customer's three-day

cancellation period, but the related revenue is often deferred in accordance with accounting standards.

Selling and Marketing

Selling and marketing expenses consist of payroll and related expenses for sales and marketing activities, advertising,

and promotional and public relations expenses. Selling and marketing expenses for the six months ended December 3 I. 2009
decreased 54% to $15,911.000 from $34.565,000 for the six months ended December 3 I. 2008. The decrease in selling and

marketing expenses is primarily due to the implementation of cost savings programs which Io_red our cost per mail piece,
which resulted in a 28% decrease in selling and marketing expenses as a percentage of revenue to 45% for the six months

ended December 3 i, 2009 compared to 64% for the six months ended December 31,2008. The remaining decrease in selling

and marketing expenses is primarily attributable to a 24% decrease in the number oflntemet Training Workshops conducted
during the six months ended December 3 I. 2009 compmed to six months ended December 3 !, 2008. Trends in selling and

marketing expenses will not always be consistent with the trends in revenues due to the fact that selling and marketing
expenses me typically recognized when incurred, at the time of sale. and no later than the expiration of the customer's three-

day cancellation period, but the related revenues am often defened in accordance with accounting guidance.

General and Administrative

General and administrative expenses consist of payroll and related expenses for executive, accounting and

administrative personnel, legal, accounting and other professional fees, finance company service fees, and other general

corporate expenses. General and administrative expenses for the six months ended December 3 l, 2009 decreased 51% to
$3,037,000 flora $6,141.000 for the six months ended December 3 I, 2008. The decrease is primarily due to a decrease in legal

expenses of$ ! ,380,000, as a result of several legal settlements in the prior year. and a decrease in finance servicing company
payments of $842,000 as a result of a reduction in principal collected on our receivables portfolio. The remaining decrease is

due to several cost savings initiatives in the current year which reduced our telephone, office supply, shareholder and investor

relations as well as other general and administrative expenses.

Other lncome

Other income is primarily derived from the EPTA contracts, which generally carry an 18% simple interest rate. Other
income for the six months ended December 3 I. 2009 decreased 14% to $2,491,000 compared to $2,891,000 for six months
ended December 3 I, 2008. The decrease is attributable to the decrease in the collection of trade receivables.
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FiscalYearEndedJune30,2009ComparedtoFiscalYearEndedJune30,2000

Revenuesforthefiscal year ended June 30.2009 ("fiscal 2009") decreased 26% to $94,411.000 from $128.048,000 for

the fiscal year ended June 30, 2008 ("fiscal 2008").

Fees for SOS licenses sold under EPTAs are recognized as revenue as cash payments are received from the customer and

not at the time of sale. Revenues related to cash collected under EPTA agreements decreased to $30,131,000 for fiscal 2009

compared to $33,970.000 for fiscal 2008. The decrease in cash collected under EFrA agreements is primarily due to a

reduction in EPTA sales during the period as a result of a reduction in number of sales teams and events. The following table
summarizes the activity within deferred revenue for the years ended June 30, 2008 and 2009 (in thousands):

StoresOnline deferred revenue as of Jnly 1, 2007

Cash collected on Principal of EPTA Contmcls

Defened revenue added during period (net ofwriteoffs)

StoresOnline deferred revenue us of June 30, 2008

Cash collected on Principal of EPTA Contracts

Deferred revenue added during period (net of writeoffs)

StoresOnllne deferred revenue as of June 30, 2009

$ 42,455

(33,969)

34a05
43,191

(30,131)
20.803

.$ 33,863

The remaining decrease in revenue from fiscal 2009 compmed to fiscal 2008 is primarily related to a decrease in cash

sales of SOS licenses at workshop and preview events which decreased to $37,395.000 in fiscal 2009 compared to

$61,487,000 in fiscal 2008. The decrease is attributable to:

(1) The number of Intemet Training Workshops conducted during fiscal 2009 decreased 24% to 783 (including 81

that were held outside the United States) compared to 1,028 (including 184 that were held outside the United States) during
fiscal 2008,

(2) The average number of buying units in attendance at our workshops during fiscal 2009 was relatively constant at

85 compmed to 84 during fiscal 2008,

(3) Approximately 28% of the buying units made a purchase at the workshops during fiscal 2009, which is
comparable to fiscal 2008, and

(4) Cash purchases as a percentage of total workshop purchases decreased to 41% in fiscal 2009 compared to 52% in
fiscal 2008.

Revenues were reduced by $ 1,840,000 during fiscal 2009 and $998,000 during fiscal 2008 as a result of various legal

matters discussed elsewhere within this documenl in which agreements were reached, or expected to be reached, allowing for
customer refunds.

Commission and other revenue decreased 17% to $25,747,000 in fiscal 2009 compared to $30,907.000 in fiscal

2008. The decrease was primarily attributable to a decrease in commission from third parties as a result of fewer leads sent to

third parties due to a decrease in our sales.

Cost of Revenue
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Cost of revenue consists primarily of the cost to conduct lntemet Training Workshops, credit card fees and the cost of

products sold. Cost ofrevenue for fiscal 2009 decreased 29% to $28,945,000 from $41,011,000 for fiscal 2008. The decrease
in cost of revenue is primarily attributable to the decrease in number of workshops held along with the implementation of cost

saving measures designed to reduce travel and event costs. Trends in cost of product and other revenues will not always be
consistent with the trends in revenue due to the fact that cost of product and other revenues is typically recognized at the time

of sale and no later than the expiration of the customer's three-day cancellation period, but the related revenue is often

deferred in accordance with accounting guidance.

Selling and Marketing

Selling and marketing expenses consist of payroll and related expenses for sales and marketing activities, advertising,

and promotional and public relations expenses. Selling and marketing expenses for fiscal 2009 decreased 25% to $52,154,000
from $69,556,000 for fiscal 2008. The decrease in selling and marketing expenses is primarily attributable to a 24% decrease

in the numberof lntemet Training Workshops conducted during fiscal 2009 compared to fiscal 2008. The increase in selling

and marketing expense as a percentage of workshop revenue to 76% in fiscal 2009 from 72% in fiscal 2008, is primarily

related to a lower response to our marketing efforts at the preview training sessions due to several factors including the

unfavorable global economic environment which resulted in a cutback in consumer and business spending. Trends in selling

and marketing expenses will not always be consistent with the trends in revenues due to the fact that selling and marketing

expenses are typically recognized when incurred, at the time of sale. and no later than the expiration of the customer's three-
day cancellation period, but the related revenues are often defcr_d in accordance with accounting guidance.

General and Administrative

General and administrative expenses consist of payroll and related expenses for executive, accounting and

administrative personnel, legal, accounting and other professional fees, finance company service fees, and other general
colporate expenses. General and administrative expenses in fiscal 2009 increased 2% to $9,630,000 from $9,488,000 in fiscal

2008. The small increase in general and administrative expenses is primarily due to an increase in professional fees.

Other Income

Other income is primarily derived from the EPTA contracts, which generally carry an 18% simple interest rate. Other

income for fiscal 2009 decreased 36% to $6,018,000 compared to $9,434,000 for fiscal 2008. The decrease is attributable to

the decrease in the collection of trade receivables.

Operating Results of Crexendo Web Services (in thousands)

Crexendo Web Services

Revenue

Operating Expenses:
Cost of revenue

Selling and marketing

General and administnttive

Loss from opcrations

Year Ended December 31. f_x Months Faded December 31.

20 ! 0 2009 2009 2008

Fiscal Year EndedJune30,

200¢ 2008

$ 1,322 $ 127 $ 127 $ $ - $

729 401 331 70

1,389 566 432 134

1_31 318 268 49

11,827) $ {I,158) $ (904) $ - $ {253) $
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YearEndedDecember31,2010ComparedtoYearEndedDecember31,2009

Revenue

Revenue for the year ended December 31,2010 was $1,322,000, compared to $127,000 in the year ended December 31,

2009. Revenue from Cmxendo Web Services is generated primarily through on page and offpage search engine optimization

services, search engine management services, conversion rote optimization services, and website design and development
services. A substantial portion of Crexendo Web Services' revenue is generated through six to twelve month service contracts,
as such; growth in Crexendo Web Services will initially be seen through increases in our backlog.

Below is a table which displays the Crexendo Web Services revenue backlog as of December 3 l, 2009 and 2010. which is
expected to be recognized as revenue within the next twelve months (in thousands):

Crexendo Web Services backlog as of December 31, 2009

Crexendo Web Services backlog as of December 31, 2010

Cost of Revenue

$ 42

$ 964

Cost of revenue consists primarily of salaries related to fulfillment of our web services. Cost of revenue for the year
ended December 3 I, 2010 was $729,000 compared to $401,000 for the year ended December 3 I, 2009. The increase in

salaries for the current period is related to an increase in headcount as we continue to increase our fulfillment capacity.

Selling and Marketing

Selling and marketing expenses consist primarily of salaries and benefits, as well as advertising expenses. Selling and

marketing expense was $1,389,000 and $566,000 for the year ended December 3 I, 2010 and 2009, respectively. The large
increase was primarily attributable to an increase in salespeople and other sales activity. Since December 3 I, 2009 we have

hired six additional direct sales reps in major US cities, with the majority of those coming in September and October. In total.
we now have i i direct sales reps in major US cities.

General and Administrative

General and administrative expenses consist of payroll and related expenses for account managers and administrative

personnel. General and administrative expenses were $1,031,000 and $318,000 for the year ended December 31,2010 and

2009, respectively. The large increase reflected the growth of our business between the two periods as we add personnel to
support our increase in revenue.

Six Months Ended December 31, 2009 Compared la Six Months Ended December 31, 2008

Revenue

Revenue for the six months ended December 31,2009 was $ i 27,000. We began selling Crexendo Web Services in
the six months ended December 3 !, 2009.

Cost of Revenue

Cost of revenue consists primarily of salaries related to fulfillment of our web services. Cost of revenue for the six

months ended December 31,2009 was $33 i,000. The cost of revenue parallels our revenue which began during this period.
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Selling and Marketing

Selling and marketing expenses consist primarily of salaries and benefits, as well as advertising expenses. Selling and

marketing expense was $432,000 for the six months ended December 31,2009 as a result of beginning this business.

General and Administrative

General and administrative expenses consist of payroll and related expenses for account managers and administrative

personnel. General and administrative expenses were $268,000 for the six months ended December 31,2009.

Fiscal Year Ended June 30, 2009 Compared to Fiscal Year Ended June 30, 2008

As of June 30, 2009, Crexendo Web Services was a development stage segment, and had only

incurred $253,000 in expenses since inception and had not generated any revenue.

Operating Results of our Crexendo Network Services Division (in thousands)

Crexendo Network Services

Operating expenses:
General and

administrative

Research and development

Loss from operations

Year ErodedDecember31. Six Months Ended Deeember 31. Fiscal Year Faded June 30.

2010 2009 2009 2008 2009 2008

$ 462 $ 71 $ 41 $ 30 $

967 338 169 - 169

$ (tA29) $ (409) $ (210) $ - $ (199) $

Year Ended December 31, 2010 Compared to Year Ended December 31, 2009

As of December 31.2010, our Crexendo Network Services division was a development stage segment and had

incuned $1,838,000 in expenses since inception and had not generated any revenue.

General and Admini_ralive

General and administrative expenses consist of payroll and related expenses for rent, professional fees, and

administrative personnel. General and administrative expenses were $462,000 and $71.000 for the year ended December 3 !,
2010 and 2009, respectively. The large increase, which mostly included legal and consulting fees, was primarily attributable

to preparation of our hosted telecom Phase One product launch.

Research and Development

Research and development expenses primarily consist of payroll and related expenses, related to the development

of new telecom products. Research and development expenses were $967,000 and $338,000 for the year ended December 3 I.
2010 and 2009, respectively, The large increase was primarily attributable to preparation of our hosted telecom Phase One

product launch which began with sales at select StoresOnline events in February 2011

Six Months Ended December 31, 2009 Compared to Six Months Ended December 31, 2008

As of December 31,2009, our Crexendo Network Services division was a development stage segment and had

incurred $409,000 in expenses since inception and had not generated any revenue.
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Fiscal Year Ended June 30, 2009 Compared to Fiscal Year Ended June 30, 2008

As of June 30, 2009, our Cmxendo Network Services division was a development stage segment and had incuned

$ ! 99,000 in expenses since inception and had not generated any revenue.

Results of our Corporate and Other Unallocated Operations (in thousands)

Year Ended December31,

Six Months Faded
December 31, Fiscal Year EndedJune 30,

2010 2009 2009 2008 2009 2008

Unallocated corporate items
Costofrevenues $ 169 $ 158 $

Selling and marketing 84 114
General and administrative 6,451 7,739

Research and development 2,123 1,803

Total unallocated corporate
items $ (8,827) $ (9,814) $

91 $ 58 $ 123 $ 180
48 81 146 231

3,850 4,638 8,832 8,722
875 1,080 2,008 2,113

(4,864) $ (5,857) $ (11,109) $ (11,246)

Year Ended December 31,2010 Compared to Year Ended December 31, 2009

Unallocated corporate expenses, which axe not allocated to specific segments, totaled $8,827,000 and $9,814,000 for

the years ended December 3 I. 2010 and 2009, respectively. Unallocated costs decreased for the year ended December 3 !,

2010 due, in part, to a decrease in salaries and share-based compensation expense from the prior year

Cost of Revenue

Cost of revenue consists of share based compensation which was $169,000 and $ ! 58,000 for the yeats ended

December 31. 2010 and 2009.

Selling and Marketing

Selling and marketing expenses consist of share-based compensation which was $84,000 and $114,000 for the year

ended December 3 I, 2010 and 2009, respectively.
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Generaland Administrative

Corporate general and administrative expenses consist of payroll, share-based compensation, rent. professional fees.
and administrative personnel which are not allocated to specific segments. Corporate general and administrative expenses

were $6.45 ! ,000 and $7./39,000 for the years ended December 3 I. 2010 and 2009, respectively. The large decrease for the

year ended December 3 I, 2010 was due, in pan, to a decrease in salaries and share.based compensation expense from the prior

year.

Research and Development

Research and development expenses primarily consist of payroll and share-based compensation expenses, related to

our engineering team whose cost cannot be specifically allocated to any particular segment. Unallocated rescan:h and

development expenses were $2,123'000 and $1,803,000 for the years ended December 3 I. 2010 and 2009, respectively.

Six Months Ended December 3 i, 2009 Compared to Six Months Ended December 31,2008

Total corporate general and administrative expenses and share-based compensation expenses, which are not allocated

to specific segments, totaled $4,864.000 and $5,857,000 for the six months ended December 31,2009 and 2008,
respectively. Unallocated costs decreased in the six months ended December 3 I, 2010 due. in part, to a decrease in salaries

and share-based compensation expense from the comparable period of the prior year.

Cost of Revenue

Cost of revenue consists of sha_-based compensation which was $91,000 and $58,000 for the six months ended

December 3 I. 2009 and 2008, respectively.

Selling and Marketing

Selling and marketing expenses consist of share based compensation which was $48'000 and $81,000 for the six
months ended December 3 I, 2009 and 2008.

General and Administrative

Corporate general and administrative expenses consist of payroll, share-based compensation, and related expenses for

rent, professional fees, and administrative personnel which are not allocated to specific segments. Corporate general and

administrative expenses were $3,850,000 and $4,638.000 for the six months ended December 31,2009 and 2008,

respectively. The large decrease for the year ended December 3 I, 2010 was due. in pan, to a decrease in salaries and share-
based compen sat ion expen se from the prior year.

Research and Development

Research and development expenses primarily consist of payroll and share-based compensation expenses, related to

our engineering team whose cost cannot be specifically allocated to any particular segment. Unallocated research and

development expenses were $875,000 and $1,080,000 for the six months ended December 31. 2009 and 2008, respectively.

Fiscal Year Ended June 30, 2009 Compared to Fiscal Year Ended June 30, 2008

Total corporate general and administrative expenses and share-based compensation expenses, which are not allocated

to specific segments, totaled $ I I, 109,000 and $ i 1,246,000 for the years ended June 30, 2009 and 2008. respectively.

Cost of Revenue

Cost of revenue consists of share-based compensation which was $123,000 and $180,000 for the fiscal year ended

June 30, 2009 and 2008, respectively.
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Selling and Ma rketing

Selling and marketing expenses consist of share-based compensation which was $146,000 and $231 '000 for the fiscal

years ended June 30. 2009 and 2008, respectively.

General and Adminis:rative

Corporate general and administrative expenses consist of payroll, share.based compensation, rent, professional fees.

and administrative personnel which are not allocated to specific segments. Corporate general and administrative expenses

were $8,832,000 and $8,722,000 for the fiscal years ended June 30, 2009 and 2008, respectively.

Research and Det, elopment

Research and development expenses primarily consist of payroll and share-based compensation expenses, related to

our engineering team whose cost cannot be specifically allocated to any particular segment. Unallocated geseareh and
development expenses were $2,008,000 and $2,113.000 for the fiscal years ended June 30, 2009 and 2008, respectively.

LIQUIDITY AND CAPITAL RESOURCES

We had working capital of$11,388,000 and $17,064,000 as of December 31,2010 and 2009, respectively. We had

working capital, excluding deferred revenue, of $25,145,000 and $33,431,000 as of December 3 !, 2010 and 2009,

respectively. Deferred revenue balances represent historical sales for which we cannot immediately recognize revenue. The

costs and expenses we incur as these deferred revenue amounts are recognized as product and other revenues are expected to
be insignificant. Consequently, we do not consider deferred revenue to be a factor that impacts our liquidity or future cash

requirements.

Cash and Cash Equivalents

We had cash and cash equivalents of$14,207'000 and $21,549,000, respectively. For the year ended December 31,

2010, we generated positive cash flows from operating activities of $39'000 compared to a use of cash foroperating activities
of $1,676'000 (unaudited) for the year ended December 3 I, 2009. For the six months ended December 3 I, 2009 we generated

positive cash flows from operating activities of $2,578"000 compared to a use of cash for operating activities of $6,083,000
(unaudited) for the six months ended December 31,2008. During the year ended June 30, 2009 we used $6,985,000 of cash

for operating activities.

Trade Receivables

Trade receivables and long-term trade receivables, net of allowance for doubtful accounts, totaled $21,564,000 and

$20,426,000 as of December 3 I, 2010 and 2009, respecti rely. Long-term trade receivables, net of allowance for doubtful

accounts, were $9,442,000 and $6,264,000 as of December 3 I, 2010 and 2009, respectively. We offer ourcustomers an

installment contract with payment terms between 24 and 36 months, as one of several payment options. The payments that
become due more than 12 months after the end of the fiscal period are classified as long-term trade receivables.
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We have sold some of our domestic trade receivables in the past. In the future, we may evaluate agreements with third-

party financing companies for the sale of our international and domestic trade receivables.

Accounts Payable

Accounts payable totaled $3'328,000 and $3,154.000 as of December 3 l, 20 ! 0 and 2009, respectively. The aging of

accounts payable as of December 3 I. 2010 and 2009 was generally within our vendors' terms of payment.

Capital Requirements - Contractual Obligations

The following table summarizes our signi flcant contractual obl igations as of December 3 !, 2010:

Operating leases (2)

Payments due b_ Period (1)
Less than I to 3

(in thousands)

$ 4,693 $ 1,625 $ 3,046

(1) Payments are included in the period in which they are contractually required to be made. Actual payments may be made

prior to the contractually required date.

(2) Represents our commitments associated with operating leases and includes contracts that expire in various years

through 2013. Payments due reflect cash to be paid for rent.

We have approximately $1,317,000 of unrecognized tax positions that have been recognized as liabilities that have
not been included in the contractual obligations table due to uncertainty as to when such amounts may be settled.

Capital

As of December 3 l, 201 O, total stockholders' equity was $20,120.000, down 23% from $25,982.000 as of December

3 I, 2009. The decrease for the year ended December 3 I, 20 !0 in total stockholders' equity was attributable to net loss of
$2,310.000, the purchase and retirement of $3,823,C00 of our common stock, and for the declaration of $900,000 in dividends

to common stockholders. The decrease in total stockholders' equity was partially offset by the stock option compensation

expense of $1.041D00.

In December 2008. our Board of Directors decreased the quartedy cash dividend to $0.02 from $0. I I per common

share. The dividend payout ratio is not meaningful because we had a net loss for the period.

Common Stock Repurchase Program

On September 5, 2006, our Board of Directors authorized the repurchase of up to $20,000.000 ofourcommon stock.

In September 2007, our Board of Directors authorized the repurchase of an additional $50,000.000 ofourcommon stock.

During the year ended December 3 !, 2010, the six months ended December 3 !, 2009 and the fiscal years ended June 30, 2009

and 2008, v_ repurehased $3,823,000, $734.000 (unaudited), $734,000, and $12,580,000 of our common stock, respectively.

We intend to repurchase shares of our common stock from time to time over tbe next two years but may suspend or discontinue

purchasing the common stock at any time. The repurchased common stock was retired.

On November 3, 2010, we announced the commencement of a modified Dutch auction tender offer to purchase up to
$4,750,000 in value of shares of our common stock at a price not less than $4.35 per share and not more than $4.75 per share.
The tender offer closed on December 10, 2010, after which we purchased and cancelled 723,896 shares of our common stock at
a cost of $3,438,000.
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OFF BALANCE SHEET ARRANGEMENTS

We have no off-balance sheet arrangements other than operating leases. We do not believe that these operating leases
are material to our cunrent or future financial position, results of operations, revenues or expenses, liquidity, capital

expenditures or capital resources.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

Recently Adopted Accounting Guidance -On January 1,2010, we adopted new accounting guidance on Fair Value

Measun,ments and Disclosures. This authoritative guidance requires us to disclose the amount of significant transfers between

Level I and Level 2 of the fair value hierarchy and the reasons for these transfers, as well as the reasons for any transfers in or

out of Level 3 of the fair value hiera_hy. In addition, the guidance clarifies certain existing disclosure requirements. This new

guidance did not have a material impact on our disclosures in our consolidated financial statements at December 31,2010.

On January I, 2010, we adopted new accounting guidance on the consolidation of variable interest entities. This

guidance requires revised evaluations of whether entities represent variable interest entities, ongoing assessments of control
over such entities, and additional disclosures for variable interests. This new authoritative guidance had no impact on our

financial condition and results of operations at December 3 I, 2010.

In July 2010, the Financial Accounting Standards Board ("the FASB") released accounting guidance which provides

greater transparency and addresses disclosures about the credit quality of financing receivables and the allowance for credit
losses. In addition, the guidance assists in the assessment of credit risk exposures and evaluation of the adequacy of
allowances for credit losses. Additional disclosures must be provided on a disaggregated basis. The update defines two levels

ofdisaggregation - portfolio segment and class of financing receivable. Additionally, the update requires disclosure of credit
quality indicators, past due information and modifications of financing receivables. The update is not applicable to mortgage

banking activities (loans originated or purchased for resale to investors); derivative instruments such as repurchase
agreements; debt securities; a transfemr's interest in securitization transactions; and purchased beneficial interests in

securitized financial assets. This update is effective for the Company for interim or annual periods ending on or after

December 15, 2010. This update has no material effect on our consolidated financial statements.

Recent Accounting Guidance Not Yet Adopted - In October 2009, the Financial Accounting Standards Board (the

"FASB") issued authoritative guidance on revenue recognition that will become effective for us beginning JanuatT I, 201 I,
with earlier adoption permitted. Under the new guidance, anangements that include tangible products that have software

components that are essential to the functionality of the tangible product will no longer be within the scope of the software

revenue recognition guidance, and such software-enabled products will now be subject to other relevant revenue recognition

guidance. Additionally, the FASB issued authoritative guidance on revenue arrangements with multiple deliverables that are

outside the scope of the software revenue recognition guidance. Under the new guidance, when vendor specific objective
evidence or third party evidence for deliverables in an arrangement cannot be determined, a best estimate of the selling price is

gquired to separate deliverables and allocate arrangement consideration using the relative selling price method. The new

guidance includes new disclosure requirements on how the application of the relative selling price method affects the timing
and amount of revenue recognition. This guidance could have a material effect on our financial statements as a result of using

the relative selling price method for our Sans arrangements.

FORWARD-LOOKING STATEMENTS AND FACTORS THAT MAY AFFEC'r FUTURE RESULTS AND FINANCIAL

CONDITION

With the exception of historical facts, the statements contained in Management's Discussion and Analysis of
Financial Condition and Results of Operations are "forwmd-looking statements" within the meaning of the Private Securities

Litigation Reform Act of 1995, which reflect our current expectations and beliefs reganting our future results of operations,

performance and achievements. The section entitled "Business" above in Part I, Item I of this Annual Report also includes
forwa_-Iooking statements. These statements are subject to risks and uncertainties and are based upon assumptions and beliefs
that may or may not materialize. These forward-looking statements include, but are not limited to, statements concerning:
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our belief that our target market will increasingly 10ok to Interact solutions providers who leverage industry and

customer practices, increase predictability of success of their Interact initiatives and decrease implementation

risks by providing low-cost, scalable solutions with minimal lead time:

our belief that we can compete successfully by relying on our infrnstmcture, marketing strategies as well as

techniques, systems and procedures, and by adding additional products and services in the future;

our belief that we can continue our success by periodic review and revision of our methods of doing business and

by continuing our expansion into domestic and international markets;

our belief that a key component of our success comes from a number of new, recently developed proprietary
technologies and that these technologies and advances distinguish our services and products from our

competitors and further help to substantially reduce our operating costs and expenses:

our contention that we do not offer our customers a "business opportunity" or a "franchise" as those terms are

defined in applicable statutes of the states in which we operate;

our belief that we operate in compliance with laws concerning sales practices and more particularly that we are not

obligated to offer more than a three-day right of rescission;

our be]ief there is a large, fragmented and under-served population of small businesses and entrepreneurs

searching for professional services finns that offer business-to-consumer e-commeree solutions coupled with
support and continuing education;

our belief that continuously testing and implementing changes to our business model may further reduce the level

of investment necessary to get customet_ to attend our events and to increase our value proposition to these

customers;

our expectation that our offering of products and services will evolve as some products are replaced by new and
enhanced products intended to help our customers achieve success with their Intemet-related businesses; and

our expectation that the costs and expenses we incur will be insignificant as deferred revenue amounts are

recognized as product and other revenues when cash is collected.

We caution readers that our operating results are subject to various risks and uncertainties that could cause our actual

results and outcomes to differ materially from those discussed or anticipated, including changes in economic conditions and
internet technologies, fluctuations in weather patterns, interest rate fluctuations, and the factors set forth in the section entitled,

"Risk Factors," underpart I, Item 1A of this Annual Report. We also advise readers not to place any undue reliance on the

forward-looking statements contained in this report, which reflect our beliefs and expectations only as of the date of this

report. We assume no obligation to update or revise these forward-looking statements to reflect new events or circumstances or

any changes in our beliefs or expectations, other than as required by law.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS

Not required
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of

iMe_ent, Inc.

We have audited the accompanying consolidated balance sheets ofiMergent, Inc. and subsidiaries (the "Company') as of
December 3 !, 2010 and 2009, and the related consolidated statements of operations, stockholders' equity, and cash flows for

the year ended December 3 !, 20 !0 and for the six months ended December 3 !, 2009. Our audits also included the financial
statement schedule listed in the Index at Item 15. These financial statements and the financial statement schedule are the

responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements and the
financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United

States). Those standanJs require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. The Company is not required to have, nor were we engaged to perform, an audit of

its internal control over financial reporting. OUr audits included consideration of internal control over financial reporting as a

basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion

on the effectiveness of the Company's internal control over financial reporting. Accordingly, we express no such opinion. An

audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present faidy, in all material respects, the financial position of
iMergent, Inc. and subsidiaries at December 31,2010 and 2009, and the results of their operations and their cash flows for the

year ended December 31,2010 and for the six months ended December 3 I, 2009, in conformity with accounting principles

generally accepted in the United States of America. Also, in ouropinion, such financial statement schedule, when considered
in relation to the basic consolidated financial statements taken as a whole, presents fairly in all material respects the
information set forth therein.

/s/DELOITTE & TOUCHE LLP

Salt Lake City, Utah

March 2, 2011
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Director_ and Stockholders

iMergent, Inc.

We have audited the accompanying consolidated statements of operations, stockholders' equity, and cash flows for the year

ended June 30, 2009. Our audit also included the financial statement schedule listed in the Index at Item 15(2) with respect to

the year ended June 30, 2009. These financial statements and the financial statement schedule are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements and the financial statement
schedule based on our andit.

We conducted our andit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial

statements are flee ofmaterial misstatement. The Company is not required to have, nor were we engaged to perfon_, an audit

of its internal control over financial reporting. Our audit included consideration of internal control over financial reporting as
a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company's internal control over financial repo_ling. Accordingly, we express no such

opinion. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial

statements, An audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the results of operations and

cash flows of iMergent, Inc. and subsidiaries for the year ended June 30, 2009 in conformity with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule for the yearended June 30, 2009. when

considered in relation to the basic financial statements taken as a whole, presents fairly, in all material respects, the
information set fotlh therein.

Salt Lake City, Utah

September I. 2009
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IMERGENT, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(In thousands, except par value and share data)

Assets

Current assets:

Cash and cash equivalents
Restricted cash

Trade receivables, net of allowance for doubtful accounts of $10,464
as of December 31,2010 and $ I 1,827 as of December 3 I, 2009

Inventories
Income tax receivable

Deferredincome taxassets,net

Prepaidexpenses and other

Total current assets

Certificate of deposit

Long-terra trade receivables, net of allowance for doubtful accounts of $7,957 as of December
31,2010

and $5,882 as of December 31,2009

Property and equipment, net
Deferred income tax assets, net

Intangible assets
Goodwill

Other long-term assets

Total Assets

Liabilities and Stockholders' Equity

Cunent liabilities:

Accounts payable

Accrued expenses and other

Dividend payable
Income taxes payable

Deferred revenue, current portion

Total current liabilities

Deferred revenue, net of currant portion

Other long-term liabilities

Total liabilities

Commitments and contingencies (Note 11)

Stockholders' equity:

l_efened stock, par value $0.001 per share - authorized 5,000,000 shares; none issued

Common stock, par value $0.001 per share - authorized 100,000,000 shares; 10,664.878

shares outstanding as of December 31.2010 and i 1,446,320 shares outstanding
as of December 31,2009

Additional paid-in capital
Accumulated deficit

Total stockholders' equity

Total Liabilities and Stockholders' Equity

December 31, December 31,
2010 2009

$ 14,207 $ 21,549

1,088 1,088

12,122 14,162
I,O67 243

1,239 387

949 1,009

2 oss
32.048 41,426

$

500 500

9,442 6,264

3,139 1,446
5,024 5,298

987 1,206
265
239 302

51r644 $ 56,442

3,328 $ 3,154

3,361 4,588
214 229

24

13357 15,827

20,660 23.822

9,523 6,447

1,341 191

31,524 30A60

11 11

49_81 53D33

_29372) _27D62)

20,120 25_82

$ 51,644 $ 56,442

See accompanying notes.
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IMERGENT, INC. AND SUBSIDIARIES

Consolidated Statements of Operat/ons

(In thousands, except per share and share data)

Revenue

Operating expenses:
Cost of revenue

Selling and marketing
General and administrative

Research and development

Total operating expenses

Six Months
Year Faded Ended Fiscal Year

December 3I, December 31, Ended
2010 2009 June 30. 2009

$ 65'793 $ 35,716 $ 94.411

21,774 11,608 29,138

32,906 16.391 52,434

14,597 7,196 18,541

3.090 i.044 2.177

72r367 36,239 102,290

Loss from operations

Other income (expense):
Interest income

Interest expense

Other income (expense), net

Total other income, net

Income 0oss) befone income tax provision

(6r574) (523) _7.879)

4,746 2.596 6.799

(4) (7) (13)

214 (98) (768)

4r956 2_491 6.018

(1.618) 1,968 (! .861)

Income tax provision

Net income (loss)

Net income (loss)per common share:
Basic

Diluted

Dividends per common share

4692) _637) 15,681)

_,310) $ lr331 $ _7,542)

(0.20) $ 0.12 $ (0.66)

(0.20) $ 0.12 $ (0.66)

0.08 $ 0.04 $ 0.t7

Weighted-average common shares outstanding:
Basic
Diluted

11.357.434 11.402.442 11.371.303

11,357,434 11,484,684 11.371,303

See accompanying notes.
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JMERGENT,INC.ANDSUBSIDIARIES
Consolidated Statements of Stockholders' Equity

Year Ended December 3 I, 2010, Six Months Ended December 31,2009, and

Fiscal Year Ended June 30, 2009

(In thousands, except share data)

Balance, July 1, 2008

Expense for stock options granted to

employees

Stock issued under stock award plans (net of

forfeitures) and
related income tax benefit of $1

Issuance of restricted stock (net of forfeitures)

Repurchase of common stock
Dividends declared

Net loss

Balance, June 30, 2009

Expense for stock options granted to

employees
Dividends declared

Issuance of restricted stock
Net income

Balance, December 31, 2009

Expense for stock options granted to

employees
Stock issued under stock award plans (net of

forfeitures)and
related income tax benefit of $3

Restricted stock issued for acquisition
Dividends declared

Repurchase of common stock
Common stock acquired through tender offer
Net loss

Balance, December 31, 2010

Additional
CommonStock Pald-ln

Sham Amum Capital
11,304,410 $ ll $ $3,315

1,544

Total
Accunudated Stockholders'

Deficit Etjult_
$ (20,85)) $ 32,475

1,.544

155,109 600

74,90 l

(109,t00) (734)
(I,943)

11,425,320 11 $2,782

_7_42)

(28,393)

600

°

(734)
(!,943)

_7.542)

24,400

21,000

11,446,320 11

709

(458)

53,033

1,041

709

(458)

1,331 1,331

(27,062) 25,982

1,041

827 13 13

20,000 117 117
(900) (900)

(78,373) (385) (385)
(723,896) (3.438) (3.438)

{2.310) (2.310)
10,664,878 $ 11 $ 49,481 $ (29_72) $ 20,120

See accompanying notes.

61



iMERGENT, INC. AND SUBSIDIARIES
Consolidated Slalements of Cash Flows

(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income 0oss)

Adjustments to reconcile net income (loss) to net
cash provided by (used for) operating activities:

Depreciation and amoflization
Expense for stock options issued to employees

Impairment ofpropeNy held-for-sale

Tax benefit upon issuance of common stock

Deferred income tax provision
Changes in assets and liabilities:

Restricted cash
Trade receivables

Inventories

Income tax receivable

Prepaid expenses and other
Other long-term assets

Accounts payable, accrued expenses and other
Income taxes payable
Deferred revenue

Other long-term liabilities

Net cash provided by (used for) operating activities

Siz Months
Year Ended Ended Fiscal Year

December 31, December 31, Ended
2010 2009 June 30, 2009

$ (2,310) $ !,331 $ 0,542)

!,379 704 1,468

1,041 709 1,544
90

O)
334 839 i,130

714 (I,802)

(1,138) 10,330 7,812
(824) 13 371

(852) 1,439 (1,033)

1,402 0,258) 2,325
63 46 166

(I,180) (780) (I,926)

(21) (17) (171)
1,006 (I 1,589) (9,328)

i_142 7 . 1
39 2.578 (6.985)

CASH FLOWS FROM INVESTING ACTIVrFIES

Acquisition ofpmpe:ty and equipment

Acquisition of company (Note 3)

Acquisition of property held-for-sale

Proceeds from sale of property held for sale (Note 15)
Proceeds from sale of available-for-sale securities

Net cash provided by (used for) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Repurchase of conunon stock

Common stock acquired through tender offer

Pmc.ez_ f]rom exercise of options and related income tax benefit

Principal payments on note payable
Payments made on contingent consideration

Dividend paymenls

Net cash used for financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE PERIOD

CASH AND CASH EQUIVALENTS AT THE END OF THE PERIOD

(2,534) (634)
(250)

(296)
210

(613)

3_800

(2"574) (930) 3,187

085)
(3,438)

13

- (115)

(82)
(915) (458)

(4,807) {573)

(7,342) 1,075

21.549 20_474

$ 14_207 $ 21'549

(734)

60O

(64)

(I,714)
(1,912)

(531o)

26,184

$ 20,474

See accompanying noles.
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iMERGENT,INC.ANDSUBSIDIARIES
ConsolidatedStatementsof Cash Flows (CONTINUED)

(In thousands)

Supplemental disclosure of cash flow information:

Cash paid (received)during the year for.
Interest

Income taxes

Supplemental disclosure of non-cash investing and financing
information:

Dividends declared and not paid
Purchase ofpmpe_y and equipment included in accounts payable

Acquisition of company with stock

Contingent consideration related to acquisition

Fiscal Year
Year Ended Six Months Ended F.agled

December31,2010 Deeember 31. 2009 June30.2009

$ 4 5 7 $ 7
70 (I.624) 5.790

$ 214 $ 229
101

117

46

$ 229

In February 2010. iMergent. Inc. entered into an asset purchase agreement with CastleWave, LLC ("CastleWave") to

purchase their assets for total consideration of $495.000 (Note 3). The total consideration included a contingent consideration

of approximately $128,000 based upon estimated future revenue generated through CastleWave's sales channels, restricted

stock of $117.0(}0. and cash of $250D00. The purchase price was allocated to a non-compete agreement for $60.000.

technical know-how for $60.000, customer list for $98.000. other assets for $12.000 and goodwill for $265.000. See summary
below (in thousands):

Fair value of assets aquimd ('including goodwill of $265,000)

Cash paid
Stock issued

Estimated value of contingent consideration
Liabilities assumed

See accompanying notes.

$ 495

(250 )

(ll7 )
_12s )

None
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IMERGENT, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

1. Significant Accounting Policies

Descril_lon of Business - iMergent, Inc. is incorporated in the state of Delaware. As used herea_er in the notes to

consolidated financial statements, we refer to iMergent, Inc. and its wholly owned subsidiaries, as "we," "us," or"our

Company". We are an eServices company that provides e-commerce technology, training and a variety of web-based

technologies and resources to entrepreneurs and small, medium, and large enterprises. Our services are designed to help
decrease the risks associated with e-commerce implementation by providing low-cost, scalable solutions and providing

support and information regarding industry developments.

The consolidated financial statements have been prepared in accordance with U.S. generally accepted accounting

principles ("US GAAP") and pursuant to the rules and regulations of the Securities and Exchange Commission ("SEC"). These
consolidated financial statements reflect the results of operations, financial position, changes in stockholders' equity, and cash

flows of our Company.

Qmnge in Fiscal Year - in November 2009. the Board of Directors approved a change of our fiscal year from a June

30 fiscal year end to a December 31 fiscal year end. This Form 10-K is an annual report, and includes information for the year
ended December 31,2010. the six month transitional period ended December 3 I, 2009 and for the fiscal year ended June 30.

2009.

Principles of Consolidation -The consolidated financial statements include the accounts and operations of iMergent.

Inc. and its wholly owned subsidiaries, which include Avail 24/7 Inc.. Crexendo Web Services, Inc., Galaxy Mail, Inc.,
StoresOnline Inc., StoresOnline International Canada ULC, StoresOnline International, Inc.. StoresOnline International Ltd.,

and Intemet Training Group. Inc. All intercompany account balances and transactions have been eliminated in consolidation.

Cash and Cash Equivalents - We consider all highly liquid, shoe-term investments with maturities of three months or

less at the time of purchase to be cash equivalents. As of December 3 I, 2010, we had cash and cash equivalents in financial
institutions in excess of federally insured limits in the amount of$ i ,397,000.

Restricted Cash - We classified $ 1,088.000 as restricted cash as of December 31,2010 and 2009, respectively, to

reflect the compensating balance requirement of its merchant accounts and purchasing card agreements.

Trade Receivables - We offer to our customers the option to finance, typically through 24 and 36-month extended

payment term arrangements ("EPTAs"), purchases made at its Interuet Training Workshops. EPTAS are reflected as short-term
and long-term trade receivables, as applicable, as we have the intent and ability to hold the receivables for the foreseeable

future, until maturity or payoff. EPTAs are recorded on a nonaccraal status beginning on the contract date.

Allowance for Doubtful Accounts - We record an allowance for doubtful accounts at the time the EPTA contract is

perfected. The allowance represents estimated losses resulting from customers' failure to make required payments. The

allowance for doubtful accounts for EPTAs is netted against the current and long-term trade receivables balances. The

allowance estimate is based on historical collection experience, specific identification of probable bad debts based on
collection efforts, aging of trade receivables, customer payment history, and other known factors, including cunent economic

conditions. We believe that the allowance for doubtful accounts is adequate based on our assessment to date, however, actual

collection results may differ materially from our expectations. Because revenue generated from customers financing through

Ell'As is deferred and not recognized prior to the collection of cash, adjustments to the allowance for doubtful accounts
increase or decrease deferred revenue. Trade receivables are written offagainst the allowance when the related customers are no

longer making required payments and the trade receivables are determined to be uncollectible, typically 90 days past their
original due date.

Interest Income - Interest income is primarily earned from EPTA contracts. EPTA contract terms generally contain an

i 8% simple interest rate. Interest income is recognized on these accounts only to the extent cash is received as the receivables

are generally 24 and 3f-months in length and collection of the full amount of the receivable is not probable. Wc recognized

$4,746,000, $2,596,000, and $6,799,000 for the yearended December 3 I, 2010, the six months ended December 31,2009,

and the fiscal year ended June 30, 2009. respectively.

Inventories - Inventories consist of products provided in conjunction with the Intemet Training Workshops and the



costsoftelecomequipmentandarestatedatthelowerofcost(first-in,tim-outmethod)ormarket.

CertificateofDeposit-Weholda$500,000ccllificateofdepositascollateralformerchantaccounts,which
automaticallyrenewsevery16months.Thecertificateofdepositisclassifiedaslong-termintheconsolidatedbalanceshceLs.
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PropertyandEquipment-Depreciationandamortizationexpense is computed using the straight.line method in

amounts sufficient to allocate the cost of depreciable assets, including assets held under capital leases, over their estimated

useful lives ranging from two to five years. The cost of leasehold improvements is amortized using the straight-line method

over the shorter of the estimated useful life oftbe asset or the term of the related lease. Depreciation and amortization expense

is included in general and administrative expenses and totaled $9420000, $5 ! 0,000, and $1,037,000 for the year ended

December 31,20 ] 0, the six months ended December 3 !, 2009, and the fiscal year ended June 30, 2009,
respectively. Depreciable lives by asset group me as follows:

Computer and office equipment

Computer software
F,umiture and fixtures

Leasehold improvements

2 to 5 years

3 years
4 years

2 to 5 years

Maintenance and repairs are charged to costs and expenses as incurred. The cost and accumulated depreciation of

property and equipment sold or otherwise retired are removed from the accounts and any related gain or loss on disposition is
reflected in net income or loss for the year.

Goodwill -Goodwill is tested forimpairmenl using a fair-value-based approach on an annual basis (December I for

us) and between annual tests if indicators of potential impairment exist.

Intangible Assets- Our intangible assets consist primarily of purchased advertising lists and intangible assets acquired
in the acquisition of Castlewave, which include a customer list, technical know-how, and a non-compete agreement (Note 3).

The fair value of identifiable intangible assets is based upon the lower of discounted future cash flow projections or the
amount paid in an ann's length transaction. The advertising lists are amortized over six years on an accelerated basis.
Amortization expense from the name lists is included in sales and marketing expense and totaled $37 ! ,000, $ !94,000, and

$432,000 for the year ended December 3 I. 2010, the six months ended December 3 I, 2009, and the fiscal year ended June 30,

2009, respectively. The average remaining useful life of the name list intangible assets were 36 months as of December 31,

2010. The remaining intangible assets, which were acquired in February 2010, are amortized over three years on a straight-line
basis. Amortization expense from these acquired assets is included in general and administrative expense and totaled $66,000
for the yearended December 3 I, 2010. The remaining useful lives of these assets are 25 months as of December 31,20 i 0.

We periodically review the estimated useful lives of our intangible assets and review these assets for impairment
whenever events or changes in circumstances indicate that the canying value of the assets may not be recoverable. The

determination of impairment is based on estimates of future undiscounted cash flows, if an intangible asset is considered to be
impaired, the amount of the impairment will be equal to the excess of the carrying value over the fair value of the asset.

Use of Estimates. In preparing the consolidated financial statements, management makes assumptions, estimates and

judgments that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the

dates of the consolidated financial statements and the reported amounts of net sales and expenses during the reported

periods. Specific estimates and judgments include inventory, intangible assets, allowances fordoubtful accounts, salesretums

and allowances, unceNalnties related to certain income tax benefits, valuation of deferred income tax assets, valuation of

share-based payments and recoverability of long-lived assets. Management's estimates arc based on historical experience and
on our expectations that me believed to be reasonable. The combination of these factors forms the basis for making judgments

about the carrying values of assets and liabilities that are not readily apparent from other sourees. Actual results may differ
from our current estimates and those differences may be material.

Revenue Recognition

In general, we recognize revenue when all of the following conditions are satisfied: (1)there is persuasive evidence of

an arrangement: (2) the product or service has been provided to the customer, (3) the amount of fees to be paid by the customer
is fixed ordeterminable; and (4) the collection of our fees is probable. Specifics to revenue category are as follows:

Software License and Product Revenue

Cash sales of software licenses and DVD training courses, an: recognized as revenue when the cash is received, net of

expected customer refunds, upon expiration of the customers' rescission period, which typically occurs three days after the
licenses are delivered or when the Intemet training workshop takes place, whichever occurs later.

Software licenses and DVD training courses sold under EPTAs are recognized as revenue upon receipt of cash from

customers and not at the time of sale. Although we are able to reasonably estimate the collectability of our receivables based



upon our long historyof offc_ng EPTAS,accountingstandardsrequire revenue to be dcfcncd until customerpaymentsam
received if collectionof theoriginal principal balanceis not probable. Additionally, if we subsequentlysalethe receivables
on a non._ecourscbasis,accountingstandardsrequire that the related revenuebe deferreduntil thecustomermakescash

payments to the third.party purehaser of the receivables. There am no receivable balances outstanding that are subject to
_coul_e.
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We have bundled products in two types of arrangements at our intemet training workshop. During the fiscal year

ended June 30, 2009, the six months ended December 3 I, 2009, and the first three quarters of the year ended December 3 I,

2010. we primmily combined our software license with other complementary products and would assign fair value using the

lesidual method in accordance with accounting guidance for software arrangements. We use the residual method as we have

vendor specific objective evidence for all undelivered elements in the software arrangement. During the fourth quarter of

2010, we primarily sold our software under a software as a service ("SanS") model, and would combine it with other
complementary products and would assign fair value using the residual method in accordance with accounting guidance for
multi-element arrangements. We use the residual method as we have vendor specific objective evidence for all undelivered

elements in the multi-element agrangement.

Professional Services Revenue

Fees collected for professional services, including website design and development, search engine optimization
services, link-building, and paid seareh management services are recognized as revenue, net of expected customer refunds,

over the period during which the services are expected to be performed, based upon the fair value for such services. Fees

related to EPTA contracts are defened and recognized as revenue during the service period or when cash is collected,
whichever occurs later.

Subscrintion and Hosting Revenue

Fees collected for subscription and hosting revenue are recognized ratably as services are provided. Customers are

billed for these services on a monthly or annual basis at the customer's option. For all of our customers, regardless of their

billing method, subscription revenue is recorded as defened revenue in the accompanying consolidated balance sheets. As

services ate performed, we recognize subscription revenue ratably over the applicable service period. When a free trial period

is provided, subscription revenue commences when the trial period has ended and the customer has been billed for the
services.

Commission Revenue

We have contracts with third-party entities with respect to telemarketing product sales to our customers following the

sale of the initial software licenses. These products and services are intended to assist the customers with their Intemet
businesses. These products are sold and delivered completely by third parties. We receive commissions from these third

parties, and recognize the revenue as the commissions are received, net of expected customer refunds.

Chanee in Avail Contract

in April 2007, we began marketing and selling Avail 24/7, an all-in-one communications service which assists small

businesses and entrepreneurs to manage phone menus, voicemail, email, and fax in one online application. Customers

purchasing the Avail product are charged a non-refundable activation fee along with a monthly service fee. The non-

refundable activation fee is defened and recognized ratably over the estimated customer life, which is currently estimated to be
four and one half years. The monthly service fee is recognized ratably over the service period.

In January 2010 we changed the contract that is associated with the sale of our Avail 24/7 subsc_ption. Effective

March 31,2010 any customer that has not activated their Avail 24/'/subscription was assessed an activation fee of an

additional $34.95. Prior to this change in contract, this activation fee was included in a bundle of items sold at the workshop
and there was no time limit on activation. All existing customers were notified of the change in contract in January and were

given 60-days to activate Avail 24/7 without paying the additional activation fee. As a result ofthis change in contract, we
recognized approximately $1,000,000 in revenue upon expiration of the 60 day notice in March 2010 for the Avail 24/7

activation fees described above as we no longer had an obligation to provide the activation. In addition to the change in the

Avail 24/7 contract, this product will not be included in the bundle of items sold at the workshop. Avail 24/7 will continue to

be sold as a standalone product.

Fees collected related to sales tax and other government assessed taxes are recognized on a net basis.

Cost of Revenue - Cost of revenue consists primarily of the cost to conduct Intemet Training Workshops. credit card

fees, salaries for professional services, and the cost ofprodncts sold.

Advertising Costs - We expense costs of advertising and promotions as incurred, with the exception of direct-

response advertising costs. Direct-response advertising costs that meet specified criteria age deferred and amortized over the

estimated benefit period. Because we have evidence that customers have responded specifically to the advertising, and that



theadvertisingresultsinprobablefuturebenefits,suchamountsaredefen_edandamortized.Weareable to document the

responses of each customer to the advertising that elicited the response. Advertising expenses included in selling and

marketing expenses were approximately $14,749,000, $7.284,000, and $22,808,000 for the year ended December 31.2010,
the six months ended December 31,2009, and the fiscal year ended June 30, 2009. respectively. As of December 3 I, 2010 and

2009, we recorded approximately $609,000 and $1,267,000 respectively, of direct-response advertising related to future

workshops as prepaid expenses. Amounts recorded as prepaid advertising expenses are amortized over the estimated benefit
period, typically three months.
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Research and Development - Research and development costs are expensed as incuned. Costs related to internally
developed software arc expensed as research and development expense until technological feasibility has been achieved, after

which the costs are capitalized.

Fair Value Measurements - The fair value of our financial assets and liabilities was determined based on three levels

of inputs, of which the first two are considered observable and the last unobservable, that may be used to measure fair value
which are the following:

Level ! -- Unadjusted quoted prices that are available in active markets for the identical assets or liabilities at the
measurement dale.

Level 2 -- Other observable inputs available at the measurement date, other than quoted prices included in Level I,
either directly or indirectly, including:

Quoted prices for similar assets or liabilities in active markets;

Quoted prices for identical or similar assets in non-active markets;

Inputs other than quoted prices that are observable for the asset or liability; and
Inputs that are derived principally from or corroborated by other observable market data.

Level 3 m Unobservable inputs that cannot be cowoborated by observable market data end rcflect the use of

significant management judgment. These values ate generally determined using pricing models for which the

assumptions utilize managernent's estimates of market participant assumptions.

Financial Instruments. The carrying values of cash and cash equivalents, restricted cash, certificates of deposit, and
merchant account deposits approximate their fair values due to either the short maturity of the instruments or the recent date of
the initial transaction.

Foreign Currency Translation - We consider the United States dollar as the functional currency for our foreign

operations. Assets, liabilities, and all statements of income amounts are translated daily into our functional currency using
daily rates. All transaction adjustments are recorded in accounts receivable and deferred revenue until cash is received and
then the gain (loss) is recorded in the consolidated statements of operations.

Income Taxes - We recognize a liability or asset for the deferred tax consequences of all temporary differences

between the tax basis of assets and liabilities and their reported amounts in the consolidated financial statements that will
result in taxable or deductible amounts in future years when the reported amounts of the assets and liabilities are recovered or

settled. Accruals for uncertain tax positions are provided for in accordance with accounting guidance. Accordingly, we may
recognize the tax benefits from an uncertain tax position only if it is marc-likely-than-not that the tax position will be

sustained on examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized

in the financial statements from such a position should be measured based on the largest benefit that has a greater than 50%

likelihood of being realized upon ultimate settlement. Accounting guidance is also provided on derecognition of income tax

assets and liabilities, classification ofcunent and deferred income tax assets and liabilities, accounting for interest and

penalties associated with tax positions, and income tax disclosures. Judgment is required in assessing the future tax
consequences of events that have been recognized in the financial statements or tax returns. Variations in the actual outcome

of these future tax consequences could materially impact our financial position, results of operations, and cash flows.

Interest and penalties associated with income taxes are classified as income tax expense in the consolidated
statements of operations.

We do not intend to permanently reinvest the undistributed earnings of its United Kingdom subsidiary in those
businesses outside of the United States and, therefore, has provided for U.S. deferred income taxes on such undistributed
foreign earnings.

Stock-Based Compensation. For equity-classified awards, compensation expense is recognized over the requisite

service period based on the computed fair value on the grant date of the award. Equity classified awards include the issuance
of stock options and restricted stock. The restricted stock includes all dividend rights and is a participating security; however.
the restricted stock does not change earnings per share under the two-class method.
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Comprehensive Income 0oss)- There were no other components of comprehensive income (loss) other than net

income 0oss) for the year ended December 3 I, 2010, the six months ended December 3 I, 2009, and the fiscal year ended
June 30, 2009.

Business Segments and Related Information - Accounting guidance establishes standards for the way public

business enterprises a_ to report information about operating segments in annual financial statements and requires enterprises
to report selected information about operating segments in interim financial reports issued to stockholders. Accounting

guidance also establishes standards for related disclosure about products and services, geographic areas and major customers.

We generate over 90% of our total revenue from StoresOnline customers within North ,America (United States and Canada)and

less than 10% of our total revenues from customers in other pans of the world.

Recently Adopted Accounting Guidance - On January !, 2010, we adopted new accounting guidance on Fair Value

Measurements and Disclosures. This authoritative guidance requires us to disclose the amount of significant transfers between

Level ! and level 2 of the fair value hierarchy and the reasons for these transfers, as well as the reasons for any transfers in or

out of Level 3 of the fair value hierarchy. In addition, the guidance clarifies certain existing disclosure requirements. This new

guidance did not have a material impact on our disclosures in our consolidated financial statements at December 31,20 ! 0.

On January 1,2010, we adopted new accounting guidance on the consolidation of variable interest entities. This

guidance requires revised evaluations of whether entities represent variable interest entities, ongoing assessments of control

over such entities, and additional disclosures for variable interests. This new authoritative guidance had no impact on our

financial condition and results of operations at December 3 !, 20 i 0.

InJuly2010, the FinancialAccounting StandardsBoard ("theFASB") releasedaccountingguidance which provides

greatertransparencyand addressesdisclosuresabout thecreditqualityof financingw.ceivablesand the allowanceforcredit

losses.Inaddition,theguidance assistsinthe assessmentofcreditriskexposuresand evaluationof the adequacy of

allowancesforcreditlosses.Additionaldisclosuresmust be providedon a disaggregatedbasis.The update definestwo levels

ofdisaggregation- portfoliosegment and classof financingreceivable.Additionally,the update requiresdisclosureofcredit

qualityindicators,pastdue informationand modificationsof financingreceivables.The update isnot applicableto mortgage

banking activities(loansoriginatedor purchased forresaletoinvestors);derivativeinstrumentssuch asrepurchase

agreements; debt securities; a tmnsfemr's interest in securitization transactions; and purehased beneficial interests in

securitized financial assets. This update is effective for us for interim or annual periods ending on or after December 15,

2010. This update resulted in additional footnote disclosures (Note 4).

Recent Accounting Guidance Not Yet Adopted. In October 2009, the FASB issued authoritative guidance on

revenue recognition that will become effective for us beginning January 1,2011, with earlier adoption permitted. Under the

new guidance, arrangements that include tangible products that have software components that are essential to the

functionality of the tangible product will no longer be within the scope of the software revenue recognition guidance, and
such software-enabled products will now bc subject to other relevant revenue recognition guidance. Additionally, the FASB
issued authoritative guidance on revenue arrangements with multiple deliverables that are outside the scope of the software

revenue recognition guidance. Under the new guidance, when vendor specific objective evidence or third party evidence for

deliverables in an arrangement cannot be determined, a best estimate of the selling price is required to separate deliverables

and allocate ammgement consideration using the relative selling price method. The new guidance includes new disclosure

requirements on how the application of the relative selling price method affects the timing and amount of revenue recognition.

This guidance could have a material effect on our financial statements as a result of using the relative selling price method for
our Sans arrangements.
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2. Net Income (Loss) Per Common Share

Basic net income (loss) per common sham is computed by dividing the net income (loss) for the period by the weighted-
average number of common shares outstanding during the period. Diluted net income (loss) per common share is computed

giving effect to all dilutive common stock equivalents, consisting of common stock options. Diluted net loss per common

share for the year ended December 3 l, 2010 and the fiscal year ended June 30, 2009 is the same as basic net loss per common

share because the common share equivalents were anti-dilutive. The following table sets forth the computation of basic and

diluted net income 0oss) per common share:

Year Ended

December 31, 2010

Fiscal Year
Sbt Months Ended Faded
December31,2009 Jtme30, 2009

Net income 0oss) On thousands) $ (2,310) $ 1,331 $ (7.542)

Weighted-average share reconciliation:

Weighted-average shares outstanding

Weighted-average restricted shares held in escrow

Weighted-average basic shams outsanding

Dilutive employee stock options
Dilutive restricted shares held in escrow

Diluted shares outstanding

! 1,380,816 11.442,763 !1,371.303

_23.382) , _40.321) --

11.357,434 ! 1,402.442 I 1.37 ! .303

N/A 71,896 lq/A
N/A 10,346 N/A

i

11.357.434 i 1,484.684 11.371.303

Net income 0oss) per common share:
Basic $ (O.20) $ 0.12 $ (0.66)

Diluted $ (0.20) $ 0.12 $ (0.66)

Weighted average anti-dilutive common share equivalents not included in the calculation of diluted net income (loss) per
common sham totaled 811,414. 568,604, and 675.336 for the year ended December 3 I. 2010, the six months ended December
31. 2009. and the fiscal year ended June 30. 2009.

3. Acquisition

On February 9. 2010 we acquired all of the assets of CastleWave for total consideration of $495,000. For the quarter
ended Match 31. 2010. we disclosed the provisional total consideration was $846.000. Subsequent to the acquisition, new

information was obtained about facts and circumstances that existed as of the acquisition date that resulted in us
retrospectively adjusting the provisional contingent consideration from $479.000 to $128,000 based upon estimated future

revenue to be generated through CastleWave sales channels. This retrospective decrease in contingent consideration resulted

in a $351,000 decrease in goodwill. The total consideration included a contingent consideration based upon future revenue

generated flora CastleWave sales channels of approximately $128.000, restricted stock orS117,000, and cash of

$250.000. The contingent consideration is computed and paid out quarterly based upon a percentage of sales from

CastleWave's sales channels for three years after the acquisition date. The provisional contingent consideration is valued on a

recurring basis and any future change that are not measurement period adjustments will be reco_led through the income

statement. CastleWave is a provider of online marketing services with offices in both New York. New York and Provo.

Utah. We acquired CastleWave in an effort to expand our online marketing services capabilities and to add a sales office in
the New York metropolitan area.

69



Undertheacquisitionmethodofaccountingweallocatedthefairvalueofthetotalconsiderationtransfen_lto the
tangible and identifiable intangible assets acquired flora CastleWave based on their estimated fair values on the date of

acquisition. The fair values assigned to identifiable intangible assets acquired were based on estimates and assumptions
determined by management. We recorded the excess of purchase price over the aggregate fair values as goodwill. We

allocated approximately $12,000 of the purchase price to tangible assets and approximately $218.000 of the purchase price to
identified intangible assets. We recorded the excess purchase price of approximately $265.000 as goodwill, all of which is

deductible for income tax purposes. The identified intangible assets are being amortized over a weighted average life of three
yeats.

We have included CastleWave's results o fopemtions in our Crexendo Web Services segment and our consolidated

results of operations from the date of acquisition. Pro fonna disclosures of CastleWave's results of operations for periods prior
to the date of acquisition are not presented herein as they were not material when compared with our consolidated results of
operations.

4. Trade Reeeivables

Cuncntly we operate with one class of financing receivable. Below is an analysis of the age of our trade receivables
(in thousands):

December 31,

2010 2009

Current $ 30,029 $ 28.327
1 - 30 days 3.4 ! 6 3,46 i

31 - 60 days 2,291 2,284
61 - 90 days 1,533 1,298

91 days and over 2r716 2t765

Gross trade receivables 39,985 38.135

Less allowance for doubtful accounts (18.421) , _17,709)

Trade receivables, net $ 21.564 $ 20.426

5. Property and Equipment

Property and equipment consisted of the following (in thousands):

Decmber 31,

2010 2009

Sol.are $ 3,480 $ 3,066

Computers and office equipment 3.287 2,741
Land 877

Building 765
Leasehold improvements 101 101

Furniture and fixtures 169 162

Less accumulated depreciation and amortization _ (4_624)

$ 3,139 $ 1,446

As of December 31, 2010 and 2009, we had $366.000 and $252.000, respectively, of internally developed softwa_
included in software above.

On June 3, 2010, we acquired a 22,000 square foot building in Tempe, Arizona for our co;pomte offices and Crexendo

Network Services division for total consideration of$ 1.525.000. The fairvalue allocated to the land and building was
$877,000 and $648,000. respectively. The building will be depreciated over its estimated remaining life of 20 years.
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6. Fair Value Measurements

Liabilities measured at fair value on a recurring basis are summarized below as of December 3 I, 2010 (in thousands):

De_riptlun

Contingent consideration

Total

As of Fair value memmcement at relmrth _ date mln_
December 3 l,

2010 Level 1 Level 2 Level 3

$ _46) $ - $ - $ {46)

$ (46) $ - $ $ (46)

The following table provides a reconciliation between the beginning and ending balances of itcrns measured at fair
value on a recurring basis that used significant unobservable inputs (Level 3) (in thousands):

Balances as of Janumy 1, 2010
Purchases, sales and settlements, net
Transfers out of Level 3

Balances as of December 3 I. 2010

Acquisition
Contingent

Consideration

$
128

182)
$ 46

The fair values of the trade receivables, and certificate of deposit were computed using a discounted

cash flow mode] using estimated market rates as of December 31,2010 and December 3 I, 2009 (in

thousands):

December 31, 2010 December 31, 2009

Carrying Eatlnmted CarrTing gatimated
Value Fair Value Value Fair Value

Cash and cash equivalents $ 14,207 $ 14,207 $ 21,549 $ 21,549
Restricted cash 1,088 ! ,088 1,088 1,088

Trade zeceivables 21,564 21,120 20,426 20,07 !

Certificate of deposit 500 500 500 500

Our disclosure of the estimated fair value of our financial instruments is made in accordance with accounting guidance.

The estimated fair value amounts have been determined by using available market information and appropriate valuation
methodologies. However, considerable judgment is required to interpret market data in order to develop the estimates of fair

value. Accordingly, the estimates presented hen:in are not necessarily indicative of the amounts we could realize in a cunent

market exchange. The use of different market assumptions and estimation methodologies may have a material effect on the
estimated fair value amounts. The fair value estimates presented heroin are based on pertinent information available to

management as of December 31,2010 and December 31,2009.
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7. Stock-Based Compensation

We have various incentive stock-based compensation plans that provide for the grant of up to 2,000,000 shares to eligible
employees, consultants and directors of stock options, restricted stock, and other share-based awards. As of December 3 l,
2010, we had 354,8 ! 7 shares remaining in the plans for grant.

The following table summarizes the statement ofoperations effect of stock-based compensation for the year ended December

3 I, 20 i 0, the six months ended December 31,2009, and the fiscal year ended June 30, 2009 (in thousands):

Stock option compensation expense recognized:
Cost of revenue

Research and development

Selling and marketing
General and administrative

Total stock option compensation expense recognized
Related deferred income tax benefit

Decrease in net income or increase in net loss

,._ Months Flseal Year
Year F..aded Ended Ended

December 31, December 31, June 30,
2010 2009 2009

169 $ 91 $ 124

176 113 279
84 47 146

612 458 995
|

1 _41 709 1_44

(354) (228) (767)

$ 687 $ 481 $ 777

Stock Options

The weighted-average fair value of stock options on the date ofgmnt and the assumptions used to estimate the fair
value of stock options granted during the year ended December 31,2010, the six months ended December 3 I, 2009, and the

fiscal year ended June 30, 2009 using the Black-Seholes option-pricing model were as follows:

Weighted-average fair value of options granted
Expected volatility
Expected life ('m years)
Risk-free interest rate

Expected dividend yield

Year
Deceml_r 3 l,

2010

$ 1.53

66%

4.O0

1.73 %

2.35%

Six Months
Faded Flseal Year

December 31, Ended
2009 June 30, 2009

/

$ 3.51 $ 2.70

70% 71%

3.37 3.61

2.02% 1.92%
1.06% !.63%

The expected volatility of the option is determined using historical volatilities based on historical stock prices. The
expected life of the options granted is based on our historical share option exercise experience. The risk-free interest rate is

determined using the yield available for zero-coupon U.S. government issues with a remaining term equal to the expected life

of the option. Expected dividend yield is based on our announced dividends each period during the term of the option.
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The following table summarizes the stock option activity for all plans for the year ended December 3 I, 2010, the six

months ended December 3 l, 2009, and the fiscal year ended June 30, 2009:

W_-
Average Aggregate

Weighted. Intrinsic
Avera|e Remaining Value

Number or Contract
Shares Exereise Price LKe (in thousands)

Outstanding at July 1.2008 804,417 $ 14.68 3.4 years $ 1,947
Co'anted 368,000 5.56

Exercised (154,65 !) 3.86

Cancelled/forfeited , _342,430) 15.06

Outstanding at June 30, 2009 675_336 11.99 6.8 yeats 690

Granted 175,000 7.52
Exercised

Cancelled/forfeited (102.295) 20.82

Outstanding at December 31,2009 748,041 9.75 7.9 years 481
Granted 585,000 3.45

Exercised (2,499) 3.49

Cancelled/forfeited , 142,53 I) 13.95

Outstanding at December 31, 2010 , 1,288_01 [ 6.76 8.2 years 832

Ending vested and expected to vest 1,180,473 6.76 8.2 years 710
Exercisable as of December 31,2010 552.957 9.46 7.0 years 245

Exercisable as of December 31,2009 322,890 12.45 6.3 years 176

The total intrinsic value of options exercised during the year ended December 3 I, 2010 and the fiscal year ended
June 30, 2009 was $9,000 and $279,000, respectively.

The following table summarizes non-vested stock activity for all stock option plans dudng the year ended December
31,2010:

Year Ended December 31,
2010

Weighted
Average

Grant-Date

Shares Fair Value

Honvested balance, beginning of period 425,151 $ 3.83

Granted 585,000 1.53

Vested (255.511) 3.31

Forfeited (19,586) 2.13

Nonvested balance, end of period 735,054 $ 2.25

As of December 31.2010. the total future compensation expense related to nonvested options not yet secognized in

the consolidated statements of operations was approximately $ 1,630,000 and the weighted-average period over which these
awards are expected to be recognized is approximately 18 months.
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Restricted Stock

During the year ended December 3 !, 2010, the six months ended December 31, 2009, and the fiscal year ended

June 30, 2009. we granted 20,000, 21,000 and 108,000 shares of restricted stock to our employees and directors under the

2003 Equity Incentive Plan, respectively. The restricted stock has one, two, or three-year vesting periods during which the
recipient must remain employed with us or our subsidiaries. The weighted average fair value of the restricted stock on the dates

of grant made during the year ended December 3 I, 2010, the six months ended December 31,2009, and the fiscal year ended

June 30. 2009 was $5.85, $6.89, and $12.15 per share, respectively. The following table summarizes the restricted stock

activity for the year ended December 3 I, 2010, the six months ended December 3 I, 2009. and for the fiscal year ended June
30, 2009:

Weighted.
Average

Number of Grant-Date

Shares Fair Value

Restricted stock outstanding as of July 1, 2008 _ _

Granted 108,000 $ 12.15

Vested (49,849) 12.15

Forfeited (33r099) 12.15
Reslricted stock outstanding as of June 30, 2009 25,052 12.15

Granted 21,000 6.89

Vested (! 6,749) 12.15
Forfeited

Restricted stock outstanding as of December 31,2009 29,303 9.15

Cu'anted 20,000 5.85

Vested (33.631 ) 8.13

Forfeited 4_i,672) 12.15

Restricted stock outstanding as of December 31, 2010 14,000 6.89

8. Income Taxes

The provision {benefit) for income taxes consisted of the following (in thousands):

Current income tax provision (benefit):
Federal

State and local

Foreign

Current income tax provision (benefit)

Defened income lax provision (benefit):
Federal

State and local

Foreign

Defened income tax provision

Total income tax provision

Six Monlhs
Year Ended Ended Fheal Year

Ikceml_r 3 l, December 31, Ended
2010 2009 June 30, 2009

$ 540 $ (123) $ 4,451

8 96 ! 00

(19o) _t75) --

358 (202) 4.551

(19) 1,015 992

118 59 138

235 (235) --

334 839 1.130

$ 692 $ 637 $ 5,681

74



The income tax provision (benefit)attributable to income (loss)before income tax provision for the year ended
December 31,2010. the six months ended December 3 I, 2009, and the fiscal year ended June 30, 2009 differed from the

amounts computed by applying the U.S. federal statutory tax rate of 34% for the year ended December 3 I, 2010 and 35% for
the six months ended December 3 I, 2009 and fiscal year ended June 30, 2009 as a msu]t of the following (in thousands):

Computed "expected" income tax provision (benefit)
Increase (decrease) in income tax provision (benefit) resulting from:
State and local income tax provision (benefit), net of federal effect

Change in tax rate

Change in the valuation allowance for deferred income tax assets
Settlements

Uncertain tax positions
Other. net

Six Months
Year Ended Ended Fiscal Year

Deeml_r 31, December 31, Ended
2010 2009 June 30, 2009

(550) $ 688 $ (651)

(43) 103 154
123 -- --

685 81 5,124

(96) (235) 795
365 15 --

208 (! 5) 259

Income tax provision $ 692 $ 637 $ 5,681

As of December 31.2010 and 2009, significant components of net deferred income tax assets and liabilities were as
follows (in thousands):

As of December 31, 2010 Asor IX,cmber 31, 2009

Current Non-eurr_t Curreat Non-cue'nut
ml

Deferred income tax assets:

Accrued expenses $ 532 $ -- $ 808 $
Defened _venue 1,048 1.412 m

Net operating loss carryforwards -- 2.506 _ 3.073

Foreign tax credits m 1.341 -- 1,064

Stock-based compensation -- 1.957 -- i .744
Other -- 364 _ 212

Subtotal 1.580 6.168 2,220 6.093

Valuation allowance _ (837) -- ¢_546)
Total defegred income tax assets 1.580 5,331 2.220 5.547

Deferred income tax liabilities:

Property and equipment

Prepaid expenses and other

Total deferred income tax liabilities

-- (198) -- (121)

(631) (109) (I.211) (128)
(631) 007) (1.211) (249)

Net deferred income tax assets $ 949 $ 5_024 $ 1,009 $ 5.298
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Duringthefiscal yearended June 30, 2002, we experienced a change in ownership, as defined by the lntemai

Revenue Code ("IRC') under Section 382. A change of ownership occurs when ownership of a company increases by more

than 50 percentage points over a three-year testing period of certain stockholders. As a result of this ownership change we
determined that our annual limitation on the utilization of our federal net operating loss ("NOL") carryforwards is

apploximately $461,000 per year. We will only be able to utilize $5,761,000 of our NOL can'yforwards and will forgo
utilizing $14,871,000 of our NOL carryforwants as a result of this ownership change. We do not account for forgone NOL

carryovers in our deferred lax assets and only account for the NOL carryforwards that will not expire unutilized as a result of
the restrictions oflRC section 382.

As of December 31,2010, we had NOL, research and development, and foreign tax credit canyforwards for U.S.
federal income tax reporting purposes of approximately $6,092,000, $129,000, and $1,341,000, respectively. The NOLs will

begin to expire in 2020 through 2029, the research and development credits will begin to expire in 2029 through 2030. and
the foreign tax credits will begin to expire in 2017 through 2019, if not utilized.

We also have state NOL and research and development credit carryforwards of approximately $2,627,000 and

$48,000, which expire on specified dates as set forth in the roles of the various states to which the carryforwards relate.

We also have foreign NOL carryforwards ofappmx imately $710,000, which expire on specified dates as set forth in
the roles of the various countries in which the canyforwards relates.

Accounting guidance requires that a valuation allowance be established when it is more likely than not that all ora
portion ofnet defencd income tax assets will not be realized. A valuation allowance has been recorded on certain of our

foreign tax credits that we believe we will not be able to utilize before the carryforwards expire. A valuation allowance has

also been recorded on certain of our state NOL carryovers that we believe we will not be able to utilize before the canyforwards
expire. A valuation allowance has also been recorded on all of our foreign NOL carryovers as we do not believe we will be
able to utilize these canyforwards.

The net change in our valuation allowance was an increase of $29 i,000 for the year ended December 3 I, 2010 and a
decrease of$5,124,000 for the six months ended December 3 I, 2009.

Accounting guidance clarifies the accounting for uncertain tax positions and requires companies to recognize the
impact of a tax position in their financial statements, if that position is more likely than not of being sustained on audit, based
on the technical merits of the position.

Although we believe oar estimates are reasonable, there can be no assurance that the final tax outcome of these
matters will not be different from that which we have reflected in our historical income tax provisions and accruals. Such

difference could have a material impact on our income tax provision and operating results in the period in which it makes such
determination.
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Theaggregatechangesinthebalanceofunrecognizedtaxbenefitsduring the year ended December 3 I, 2010 and the
six months ended December 3 I. 2009 were as follows (in thousands):

Balance as of July 1,2008

Increases for tax positions related to the current period
Increases for tax positions related to the prior yeats

Decreases for tax positions related to prior years
Settlements

Reductions due to lapsed statute of limitations

Balance as of December 3 !, 2009

Increases for tax positions zelated to the cunent period
Increases for tax positions related to the prior years

Decreases for tax positions related to prior years
Settlements

Reductions due to lapsed statute of limitations

Balance as of December 31, 2010

$ 129

II

$ 140

1,273

(96)

$ l_17

During the year ended December 3 ], 2010, we reached a favorable settlement with New Zealand Inland Revenue

Service. Prior to the settlement, we had reserved $96,000 as an uncertain tax liability. Upon conclusion of the settlement, this

amount was reduced from the uncertain tax liability and provided an income tax benefit for the year ended December 31,
2010.

During the year ended December 3 I, 2010 we filed amended returns for the following tax periods ending June 30,

2005, 2006, 2007, 2008, 2009 and the six months ended December 3 I, 2009. The returns were amended to reflect an

extraterritorial income redetermination (ETI). As a result of the redetermination of ETI we reassessed our foreign source
income which resulted in the utilization of additional foreign tax credits. As a result of the amended returns we have recorded

a liability for uncertain tax positions of$1273,000.

As of December 31,2010, we had unrecognized tax benefits of $1,317,000 principally related to foreign tax credits,
which if recognized, would reduce our effective tax rate.

Estimated interest and penalties related to the underpayment or late payment of income taxes am classified as a

component of income tax provision (benefit) in the consolidated statements ofopesations. Accrued interest and penalties were
approximately $6,000 and $28,000 as of December 3 I, 20 i 0 and 2009, respectively.

Our U.S. federal income tax returns for fiscal 2007 through 2010 are open tax years. The IRS recently completed an

audit of fiscal years 2005 through 2007. We also file in various state and foreign jurisdictions. With few exceptions, we are no

longer subject to state and non-U.S, income tax examinations by tax authorities for years prior to fiscal 2007.
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9. Accrued Expenses

Accrued expenses consisted of the following (in thousands):

December 31, 2010 December 31, 2009

Customer service returns allowance $ 652 $ 1,387

Accrued wages and benefits 1,291 1.188
Other 1.418 2.013

Total $ 3,361 $ 4,588

10. Intangible Assets.

On June 29, 2007, we purchased certain advertising lists for$1,276.000. On June 30, 2008, v_ purchased an

additional $833.000 in advertising lists. We have historically rented these lists for use in our direct advertising campaigns. We

have the right to lease these lists to other third pmlies. We amortize the advertising lists over six years on an accelerated basis.

In February 2010, we entered into an asset purchase agreement with Castlewave LLC in which several intangible

assets were acquin_d which were customer relationships, technical know-how, and non-compete agreements (Note 3). The net
carrying amount of intangible assets and future estimated amortization expense is as follows (in thousands):

Advertising name lists
Customer relationships
Technical know-how

Non-compete
Less accumulated amortization

Advertising name lists

Customer _alationships

Technical know-how

Non-compete

December 31, Detember 3 I,
2010 2009

$ 2,109 $ 2,109
98 0
6O 0

6O 0

(1,274) (903)

oo) o
(18) o
0g) o

$ 987 $ 1,206

The following table outlines the estimated future amortization expense related to intangible assets held at December
3 I, 2010 (in thousands):

Years endingDecember31,

2011 $ 401
2012 355

2013 183
2014 48

Total $ 987
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AmortizationexpensefortheyearendedDecember3 i, 2010, the six months ended December 3 I, 2009, and the fiscal

year ended June 30, 2009 was approximately $437,000, $194,000, and $431,000, respectively.

11. Commitments and Contingencies

Operating Leases

We lease certain of its equipment and corporate offices under noncancelable operating leaseagreements expiring at

various dates through 2015. The operating leases for our coq_omte offices and training center facility contain customary
escalation clauses. Future aggregate minimum lease obligations under operating leases as of December 31,2010. exclusive of
taxes and insurance, are as follows (in thousands):

Years endlag December31,

2011 $ 1,625
2012 1,675

2013 1350
2014 21
2015 22

Total $ 4,693

Rental expense for the year ended December 3 I, 2010, the six months ended December 3 I, 2009. and the year ended
June 30. 2009 was approximately $2,052,000, $667.000. and $ i,881.000, respectively.

Legal Proceedings

From time to time we receive inquiries from federal, state, city and local government officials in the various

jurisdictions in which we opemta. These inquiries and investigations generally concern compliance with various city, county,

state and/or federal regulations involving sales, representations made, customer service, refund policies, and marketing

practices. We respond to these inquiries and have generally been successful in addressing the concerns of these persons and
entities, without a formal complaint or charge being made, although there is often no formal closing of the inquiry or

investigation. There can be no assurance that the ultimate resolution of these or other inquiries and investigations will not

have a material adverse effect on our business or operations, or that a formal complaint will not be initiated. We also receive

complaints and inquiries in the ordinary course of business from both customers and governmental and non-governmental
bodies on behalf of customers, and in some cases these customer complaints have risen to the level of litigation. There can be
no assurance that the ultimate resolution of these matters will not have a material adverse affect on our business or results of

operations.

We have recorded liabilities of approximately $50,000 and $ 1,079,000 as of December 3 I, 2010 and 2009,

respectively, for estimated losses resulting from various legal proceedings in which we are engaged. Attorneys fees associated

with the various legal proceedings am expensed as incurred. We are also subject to various claims and legal proceedings
covering matters that arise in the ordinary course of business. We believe that the resolution of these other cases will not have

a material adverse effect on our business, financial position, or results of operations.
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] 2. Stockholders' Eqldiy

On September 4, 2007,our Board of Directors authorized the repurchase of up to an additional $50,000,000 of our

common stock, bringing the total amount authorized for repurchase to $70,000,000 through September 2012. Our share

purchase program was originally announced on September 5, 2006. We expect to repurchase the common stock over 5 years
but may suspend or discontinue repurehasing the common stock at any time. During the year ended December 3 I, 2010 and

the fiscal yearended June 30, 2009, we repurchased 78,373 and 109,100 shares ofcommon stock for $385,000 and $734,000,
respectively. As of December 3 I, 2010, $42,490,000 remained of the $70,000,000 approved repurchase amount.

On November 3, 2010, we announced the commencement of a modified Dutch auction tender offer to purchase up to

$4,750,000 in value of shares of our common stock at a price not less than $4.35 per shine and not more than $4.75 per share.
The tender offer closed on December ! 0, 2010, after which we purchased and cancelled 723,896 shares ofour common stock at
a cost of $3,438,000.

13. Employee Benefit Plan

We have established a retirement savings plan for eligible employees. The plan allows employees to contribute a

portion of their pre-tax compensation in accordance with specified guidelines. We may make discretionary profit-sharing
contributions. We have begun making contributions to the plan in July 2006. For the year ended December 3 I, 2010, the six

months ended December 3 !, 2009, and the fiscal yearended June 30, 2009, we contributed approximately $407.000,
$155,000, and $339,000 to the retirement savings plan, respectively.

14. Segments

Management has chosen to organize the Company around differences in products and services. In the fiscal year
ended June 30, 2009, we introduced two new segments into the market named Crexendo Web Services and Crexendo Network

Services. Crexendo Web Services generates revenue from managing e-commerce or lead generation offerings, web sites, search
engine optimization/management and online promotional needs for small, medium, and large businesses. Crexendo Network

Services is currently in the development stage and will market to the data and telecommunications industry. StoresOnline will

continue to generate revenue by offering businesses a continuum of services and technology providing tools and training to
establish a successful website on the Intemet for entrepreneur_ and small office/home office (SOHO)customers.

Segment revenue and operating income 0oss) was as follows (in thousands):

Revenue:

StoresOnline

Crexendo Web Services

Crexendo Network Services

Consolidated revenue

Operating Income(Loss):
StoresOnline

Crexendo Web Services
Crexendo Network Services

Unallocated corporate items

Total operating loss
Other Income, net:

Sto_ouline

Total other income, net

Income (loss) before income taxes:
StoresOnline

Crexendo Web Services

Crexendo Network Services

Unallocated corlmrate items

Income 0oss) before income tax prevision

Six Months
Year Faded Emk,d Flaeal Year

December 31, December 31, l¢.aded
2010 2009 June 30, 2009

$ 64,471 $ 35,589 $ 94,411
i,322 127

$ 65393 $ 35,716 .$ 94,411

$ 5,509 $ 5,455 $ 3.682
(! ,827) (904) (253)
(1,429) (210) (199)
(8'827) 0.864) (l 1.109)

$ (6,574) $ (523) $ (7,879)

$ 4,956 $ 2.491 $ 6,018

$

4,956 $ 2,491 $ 6,018

10,465 $ 7,946 $ 9,700
(1.827) (904) (253)
(1,429) (210) (199)

_8,827) _4_864) , (1 !,109)

(1,618) $ 1,968 $ (1,861)



80



Crexendo Network Services is a development stage segment. Since the inception of Crexendo Network Services in

March 2009 through December 3 I, 2010. this segment has incurred $ 1.838,000 in expenses.

15. Related Party

On April 7.2010, Steven G. Mihaylo, our Chief Executive Officer, purchased property we held for sale for $210.000.

which rcpRsented management's best estimate of the fair market value of the property. There was no gain or loss recogded on
the transaction.

16. Quarterly Flunclal Information (unaudited)

Revenues

Cost ofrcvenue

Selling and ma_eting
General and administrative

Research and development

Loss from operations
Total other income

Income Ooss) before income taxes

Income tax benefit (provision)
Net income Ooss)

Basic net income (loss)per common share
Diluted net income 0oss)per common share

March 31,

Year ended De:ember 31.2010

For the three months ended

June 30, September 30, December 31,

2010 2010 2010 2010
i

(In thousands, except per share data)

17,094 $ 17,448 $ 14,284 $ 16,967

5.097 5,228 4,707 6342

8,874 8,913 7,232 7.887
3,466 3.634 3,295 4,202

538 715 957 880

(881) (!,042) (1,907) (2344)
1,129 1.169 1.452 1,206

248 127 (455) (1.538)

(125) (76) 376 (867)

123 $ 51 $ (79) $ (2,405)

0.01 $ 0.00 $ (0.01) $ (0.21)

0.01 $ 0.00 $ (0.01) $ (0.21)
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SixmonthsendedDecember31, 2009
For the three months ended

Seplemher30, December3 I.
2009 2009

(In thunmnds, nceF4 per share data)

Revenues $ 17,378 $ 18.338
Cost of revenue 5.583 6,025

Selling and marketing 7,904 8,487
General and administrative 3,601 3.595

Research and development 503 54 I
Loss from operations (213) (310)

Total other income 1,313 1,178
Income before income taxes 1,100 868

Income tax provision (382) (255)
Net income $ 718 $ 613

Basic net income percommon share
Diluted net income per common share

$ 0.06 $ 0.06

$ 0.06 $ 0.06

Fiscal year ended June 30. 2009
For the three months ended

September 30, December 31, March 31, June 30,
2008 2008 2009 2009

(In thomamh, except per sharedata)

Revenues $ 27,266 $ 26,854 $ 20,921 $ 19,370
Cost of revenue 8,367 9,436 5.802 5.533

Selling and madgeting 17,066 17'580 9336 8,452

General and administrative 4,5 ! 2 6,267 4,051 3,71 I

Research and development 583 497 515 582

Income 0oss) from operations (3,262) (6,926) 1.217 1,092

Total other income 1,644 1,246 1'561 1,567
Income 0oss) before income taxes (!,618) (5,680) 2.778 2.659

Income tax benefit (provision) (5,881) (4,450) (1,226) 5,876

Net income (loss) $ (7.499) $ (!0.130) $ 1.552 $ 8.535

Basic net income Ooss) per common share
Diluted net income (loss) per common share

$ (0.66) $ (0.89) $ 0.14 $ 0.75

$ (0.66) $ (0.89) $ 0.14 $ 0.74

Net income (loss) per common share is computed independently for each of the qumlers presented. Thelefore. the

sums of quarterly net income 0oss) per common share amounts do not necessarily equal the total for the six month and twelve

month periods presented due to rounding.
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iMERGENT,INC.ANDSUBSIDIARIES

Schedule11-ValuationandQualifyingAccounts
YearEndedDecember31,2010,SixMonthsEndedDecember31,2009,and

FiscalYearEndedJune30, 2009

Year ended December 31,2010
Allowance for doubtful accounts receivable

Deferred income tax asset valuation allowance

Six Months ended December 31,2009

Allowance for doubtful accounts receivable
Deferred income tax asset valuation allowance

i_scal Year ended June 30.2009

Allowance for doubtful accounts receivable

Deferred income tax asset valuation allowance

Balanceat Balanceat
Beglmxing End of
of Period Additiom Deductions Period

(in thousands)

$ 17,709 $ 19,923 $ (19,211) $ 18,421
546 291 -- 837

14,107 17,616 (14,014) 17,709

5,670 -- (5,124) 546

18,583 24,448 (28,924) 14,107

-- 5,670 -- 5,670

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None

ITEM 9A. CONTROLS AND PROCEDURES

We maintain diselosum controls and procedures that are designed to ensure that information required to be disclosed

in our Exchange Act reports is recorded, processed, summarized and reponed within the time periods specified in the SEC's

roles and forms and that such information is accumulated and communicated to our management, including our Chief

Executive Officer and Chief Financial Officer, as appropriate, to allow for timely decisions regarding required disclosure. In
designing and evaluating the disclosure controls and procedures, we recognize that any controls and procedures, no matter

how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and we

am w.quired to apply our judgment in evaluating the cost-benefit relationship of possible controls and procedures.

As required by Exchange Act Rule 13a-! 5(b), we carried out an evaluation, under the supervision and with the
participation of our management, including our Chief Executive Offcer and Chief Financial Offcer, of the effectiveness of the

design and operation ofour disclosure controls and procedures as ofthe end of the fiscal quarter covered by this report. Based
on the foregoing, our Chief Executive Officer and Chief Financial Offcer have concluded that our diselosure controls and
procedures were effective.
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There has been no change in our internal controls over financial reporting during our most recent fiscal quarter that

has materially affected, or is reasonably likely to materially affect, our internal controls over financial reporting.

Management's Report on Internal Control over Financial Reporting

internal control over financial reporting refers to the process designed by. or under the supervision of. our Chief

Executive Officer and Chief Financial Officer. and effected by our Board of Directors, management and other personnel, to

provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting principles, and includes those policies and procedures
that:

Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of our assets:

Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial

statements in accordance with generally accepted accounting principles, and that our receipts and
expenditures are being made only in accordance with authorizations of our management and directors: and

Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of our assets that could have a material effect on the financial statements.

Internal control over financial reporting cannot provide absolute assurance of achieving financial reporting

objectives because of its inherent limitations, internal control over financial reporting is a process that involves human
diligence and compliance and is subject to lapses in judgment and breakdowns resulting from human failures. Internal control

over financial reporting also can be circumvented by collusion or improper management override. Because of such
limitations, there is a risk that material misstatements may not be prevented or detected on a timely basis by internal control

over financial reporting. However. these inherent limitations are known features of the financial reporting process. Therefore,

it is possible to design into the process safeguards to reduce, though not eliminate, the risk, Management is responsible for
establishing and maintaining adequate internal control over our financial reporting.

Management has used the framework set forth in the report entitled "Internal Control-Integrated Framework"

published by the Committee of Sponsoring Organizations of the Treadway Commission to evaluate the effectiveness of its

internal control over financial reporting. Management has concluded that its internal control over financial reporting was
effective as of the end of the most recent fiscal year.

This Annual Report does not include an attestation report of our independent registered public accounting firm

regarding internal control over financial reporting. Management's report was not subject to attestation by the Company's

independent registered public accounting firm pursuant to temporary rules of the Securities and Exchange Commission that
permit us to provide only management's report in this Annual Report.

The foregoing has been approved by our management, including our Chief Executive Officer and Chief Financial

Officer, who have been involved with the assessment and analysis of our internal controls over financial reporting.

ITEM 9B, OTI_R INFORMATION

None.
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PARTHI

ITEM10.DIRECTORS,EXECUTIVEOFFICERSANDCORPORATEGOVERNANCE

Informationwithrespecttothisitemwillbesetforthinthedefinitiveproxystatementtobedeliveredtostockholders
inconnectionwith the 2011 Annual Meeting of Stockholders (the "Proxy Statement"). Such information is incorporated

herein by reference.

Wc have adopted a code of ethics that applies to all employees, including employees of our subsidiaries, as well as

each member of our Board of Directors. The code of ethics is available at our website at www.imergentinc.com.

We intend to satisfy any disclosure requirement under Item 5.05 of Form 8-K regarding an amendment to, or waiver
from, a provision of this code ofethics by posting such information on our website, at the address specified above.

ITEM 11. EXE_ COMPENSATION

Information with respect to this item will be set forth in the Proxy Statement under the heading "Executive

Compensation and Other Mauers;' and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED

STOCKHOLDERS MATTERS

Information with respect to this item will be set forth in the Proxy Statement under the heading "Beneficial Ownership
of Shares," and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

InFormation with respect to this item will be set forth in the Proxy Statement under the heading "Corporate

Governance" and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information with respect to this item will be set forth in the Proxy Statement under the headings "Fees of Independent
Registered Public Accounting l_rm" and "Pre-Approval Policies and Procedures," and is incorporated herein by reference.
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PARTIV

ITEM15.E_I1BITSANDFINANCIALSTATEMENTSCHEDULES

Documents filed as part of this Report:

I. Financial Statements- consolidated financial statements of iMergent. Inc. and subsidiaries as set forth under hem 8 of

this Report.

2. The Financial Statement Schedule on page 83 of this Annual Repro1.

3. Exhibit Index as seen below.

EXHIBIT INDEX

Incorporated B_ Reference

ExhlbitNo. Exhibit De_riptlen Fo_ Dat_ _Number Filedllerewith

23.2 X

31.1

31.2.

2.1 Agreement and Plan of Mergerdated March 10, 2000 by and among 8-K 3/21/00 10.1

Netgateway, Inc.,Galaxy Acquisition Corp. and
GalaxyEnteq_fises, ]no,

3,1 Certificate of Incocporation S-I 611/99 3.1

3? Certificate of Amendment to Certificate of Incorporation S-1 9/7100 3.1

3.3 Certificate of Amendment to Certificate of Incorporation 10-K i 0115/02 3.3

3.4 Amended and Restated Bylaws 10-Q 11/20101 3.2

3.5 Certificate of Ownership and Merger (4) S-I/A I I/I 2399 3.3

3.6 Attldes of Merger S-11A 11/12/99 3A

4.1 Form of Common Stock Certificate 10-K 10/15/02 4.1

4.2* Form of Representatives' Wanant S-I 6/1/99 4.1

10.1" 1998 Stock Compensation Program S-I 6/I/99 10.6

10.2" Amended and Restated 1998 Stock Option Plan for Senior 10-K 9/29/03 10.2
Executives

10.3" Amended and Restated 1999 Stock Option Plan for Non-Executives 10-K 9129/03 10.3

10.5" 2003 Equity Incentive Plan 10-K 9/10/04 10.11
10.6 Lease Agreement dated as of March 18, 2008 by and between 10-Q 5/6/08 I0.1

iMergent, Inc. and Canyon Park Management Company

21.1 Subsidiaries ofiMergcnt, Inc. X

23. I Consent of Independent Registered Public Accounting Firm X
(Deloitte & Touche LLP)

Consent of Independent Registered Public Accounting Ftrm

(Tanner LLC)
Certification Pursuant to Rules 13a-I 4(a) under the Securities

Exchange Act of 1934 as amended
Certification Pursuant to Rules 13a-14(a) under the Securities

Exchange Act of 1934 as amended X
32.1 Certification Pursuant to 18 U.S.C. Section 1350 X

32.2 Certification Pursuant to 18 U.S,C.Soction 1350 X

X

* Indicates a management contract or compensatory plan or awangement.
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SIGNATURES

PursuanttotherequirementsofSection13or15(d)oftheSecuritiesExchangeActof!934,theregistranthasduly
causedthisreport to be signed on its behalf by the undersigned, thereunto duly authorized.

IMERGENT, INC.

Date: March 2, 2011 By: /s/Steven G Miha_lo
Steven G Mihaylo
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Date: March 2,2011 By:

Date: March 2, 2011

Date: March 2,2011 By:

Date: March 2, 2011 By:

Date: March 2,2011 By:

Date: March 2,201 !

Date: March 2,2011 By:

Date: March 2,201 ! By:

/s/Steven G Miha),io

Steven G Mihaylo
Chief Executive Officer, Chairman of the
Board of Directors

By: /s/ Jonathan R. Erickson

Jonathan R. Erickson

Chief Financial Officer

/s/Jeffre), t. Jarvie

Jeffiey T. Jantie
Corporate Contmller/Viee President of
Finance

Is/Todd Goer_en

Todd Goergen
Director

/s/Crai_ Rauchle
Craig Rauchle
Director

By: /s/Robert Kamm

Robert Kamm
Director

/S/David Williams

David Williams

Director

/s/Anil Puri

Anil Purl

Director
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Steven G. Mihaylo, Chief Executive Officer and Director

Steve was appointed as Chief Execuhve OfficeT in 2008 He is the retired chairman and chief execuhve officer

of Inter-Tel Incorporated wh=ch he founded m 1969 Steve led Ihe Inter |el evoluhon from prowdmg buS,heSS

telephone systems to offenng complete managed services and software that help bus,nesses faohtate

commun=cat_on and increase customer serw:e and prodLJctivity Before seihng Inter.Tel to t.htel for $720

re=Ilion =n 2007 Steve grew the business to nearly $500 re,Ilion in annual sales

Steve earned an honorary Phb fro,n ('ahfomma Stale University - Fullerton and tece=ved a Racnolor of Arts in

Business Administrat,on in Accounhng & Finance from the university m 1969 He has served on boards of

numerous community ofgafllTatlOnS ffIcludlng the Arizona Heart Foundation. Junior Ach=evement of Arizona

Arizona Museum of S,c_ence and Technology and the Arizona State Un=vers_ty College of Business Dean's

Council of 100 Comrf_itted to education Steve is _nvo_ved with the Kad Elfer College of Management at the

Univers=ty cf Arizona and has served on the adwSory iooaro of Junior Ach=evement of Central Anzona for over

25 years as a member of the hoard of d_fec_ors of the Big Bear High School Education _ oundatlorl and on the

D,[;_tn s Adwsory Board of CSU-Fullerton

Clint Sanderson, Senior Vice President

Mr Sanderson joined StoresOnhne in 2002 and has served as SVP and President of our StoresOnlme and

Crexendo divis=ons since February 2009 S_nce joining _Mergent. Sanderson has held pos,tions of increasing

responsibihty, including Semor V_ce President of Sales of our StoresOnhne Division Sales Manager and vice

president of operahnns Prior to J()lr|ili.{j SloresOnhne. Mr Sanderson served as d,rectoe of sales for two

enterprise software compames Mr Sanderson also serves on the Board of Directors of the American Lung

Association of Utah t'.,tr Sanderso_l rote=veal a Bachelo| of Science Degree from Brigham Young University

David Krietzberg, Chief Administrative Officer

Mr Krietzberg llas se.rved as tht; Chtet Adm n=strative Office_ since 2009 Pnof to joining d'.,lc_gent Inc

Krietzberg held positions wLt/| i',tflel N_._twolks Inc Inter-Tel Technologies Inc and Executone Inforrnahon

Systems Inc =nclud_ng Chief Fi_l;in(:_al OlficE._r Vice President of Fir_ance and T:easurer Knetzberg ha_

exlens_ve experience _n operations management, strategic planning financ=al management budding

organizations and developing h_gh performance teams Mr Krietzberg has both an MBA _|_ finance and a BBA

=n account_g from Pace Univers=ty



Jonathan R. Erickson, Chief Financial Officer
Mr Enckson has served as #,l,ergent s ChLef Fmar_c=al Officer s_nce FebnJary 200£_ Pncr to h:s that he served

as a controller since 2006 Prior to lo_ning Mergent Mr Erickson Ileld various pos_hons of _ncreasing

responslbihly at Deloitte & Touche LLP. whlcl" he. lo=ned in May 2003 culminating with the position of At,d=l,

Senior spec_allz_lg primarily in international vrmlufactunng operahons Mr Ericksan received a Bachelor of

Science degree _n Accounting frc.m FINgt_am Young Unwersity tn 2002 aod a Master of AccoJntancy from

Brigham Young Ul_r,,er.",=ty in 2003 f, tr Eftckson is also a cerbfled puDl:c accountanl,

David L. Rosenvall, Chief Technology Officer

Mr Ros£.nvaH was appo=nted as our (;h:el Technology O|ficer ul February 2001 Pr=of Ihereto he served as

our Chief Arcmtecl from Septel_ bet 1_99 F.e _mt_ally lo_ned uS =n November 1998 in connectten with o_.r

ac, qutsibon of StoresOnhne cam _ r,am September 1597 to [)ecernber 1,_98 t,tr Rosenvatl was pres_dem of

Spartan Mulbmed_a _n Calgaly Albeda Canada and from Januaw 1995 to Au_usl, 1997 he was Vice

President fo_ Research and Development al, Xentel another Calgarf company Mr Rosenvall holds a

Bachelor of Science degree i_ Mechanical EngmeeNng from the Um','ers_ty of Calgary and an M B A flora

Bi'igl,am Young Umvevs;ty

Jeffrey Korn, Chief Legal Officer

t,'lr Kern has served as Chief L(:..Jal O_,cer Since February 200.9 Pr=o_ to that t_e served a5 the Genera

Counsel of _Mergent since 2002 Prior to jOlnltlg J_,,1(._rgenl Mr Kern had a private consulhng practice before

l,hal, he had served as general counsel of ProsoftTm_nlng (prewously a NASC)AQ company), and prior to that

Mr Kern was a I)artner in a Jacksonville Flonda law fim_ with h_s pra(:t_ce, specializing =n corporate matters

and [itigatlo¢_ r'Jr Kern has l,,,c.e_} an adwsc.r to pr=vate venl,ure fim_ as well as a lech_re= and a college

,nstructo_ /.It Kern cLmet_t{y serves on t_e boa.'_ of d_rectors of _ landers Corporat_Cn ar_g on severa_

charitable and ed_catl,sn boards t,'_t KOrr_ t_a-c a B/_ hem ;r_e State University of New York at New PaLtz and a

Jr') from Stetso=l Unwerslty Colle_|e
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Crexendo Business Solutions, Inc.
SOUTH CAROLINA TARIFF NO. I

Sheet I

Original

TITLE SHEET

SOUTH CAROLINA TARIFF NO. I
APPLICABLE TO

LOCAL AND INTEREXCHANGE IP VOICE SERVICES OF

CREXENDO BUSINESS SOLUTIONS, INC.

This tariff contains the descriptions, regulations, and rates applicable to the fiu'nishing of services and
facilities for Intemet Protocol voice services provided by Crexendo Business Solutions, Inc. with
principal offices at 1615 South 52 "d Street, Tempe, Arizona 85281. This tariff applies for services
furnished within the State of South Carolina. This tariff is on file with the Public Serv/ce Commission of

South Carolina and copies may be inspected, during normal business hours, at the Company's principal
place of business.

Issued:
Effective:

Issued By: Jeffrey Kom
Crexendo Business Solutions, Inc.

16 i 5 South 52"d Street

Tempe, Arizona 8528 I
801-227-0004



Crexendo Business Solutions, Inc.
SOUTH CAROLINA TARIFF NO. I

Sheet 2

Original

CHECK SHEET

The sheels listed below, which are inclusive of this tariff, are effective as of the date shown at the bottom

of the respective sheet(s). Original and revised sheets as named below comprise all changes from the
original tariffand are currently in effect as of the date on the bottom of this page.

Sheet Revision

i original
2 Original

3 Original
4 Original

5 Original

6 Original
7 Original

8 original
9 Original

10 Original
II Original
12 Original
13 Original

15 Original

16 O_gmal
i7 o_gin_

19 Original

20 Original
21 Original
22 Original
23 Original
24 Original
25 Original

Sheet Revision

26 Original
27 Original
28 Original
29 Original

30 Original
31 Original
32 Original
33 Original
34 Original
35 Original
36 Original

* New or Revised

Issued:

Issued By: Jeffrey Kom
Crexendo Business Solutions, Inc.

1615 South 52"d Street

Tempe, Arizona 8528 !
80 !-227-0004

Effective:



Crexendo Business Solutions, Inc.
SOUTH CAROLINA TARIFF NO. I

Sheet 3

Original

TABLE OF CONTENTS

Title Sheet .................................................................................................................................................... 1
Check Sheet .................................................................................................................................................. 2
Table of Contents ......................................................................................................................................... 3

Symbols Sheet .............................................................................................................................................. 4
Taft ff Format ................................................................................................................................................ 5

Notice Concerning All Terms and Conditions and Rates ............................................................................ 6

Section 1 - Technical Terms and Abbreviations ........................................................................................ 8

Section 1.1 - Explanation of Abbreviations and Acronyms .......................................................... 8
Section 1.2 - Definition of Terms .................................................................................................. 9

Section 2 - Rules and Regulations ............................................................................................................. l 0
Section 2.1 - Undertaking of the Company .................................................................................. 10
Section 2.2 - Limitations .............................................................................................................. 12

Section 2.3 - Liability of the Company ........................................................................................ 15
Section 2.4 - Service Availability ................................................................................................ 16
Section 2.5 - Obligations of the Customer ................................................................................... 17

Section 2.6 - Device / Equipment ........................................................................................... 20
Section 2.7 - Billing Payment and Dispute .................................................................................. 2 I
Section 2.8 - Charges, Taxes, and Additional Fees ...................................................................... 23
Section 2.9 - Use of Customer's Service by Others ..................................................................... 23
Section 2.10 - Cancellation of Service ......................................................................................... 24
Section 2.11 - Notices and Communications ............................................................................... 25

Section 3 - Service Description ................................................................................................................. 26
Section 3.1 - IP Voice Service ..................................................................................................... 26
Section 3.2 - Miscellaneous IP Voice Services ............................................................................ 33
Section 3.3 -Trial Services .......................................................................................................... 33

Section 4 - Rates ........................................................................................................................................ 34

Section 4.1 - Service Connection and Related Charges ............................................................... 34
Section 4.2 - IP Voice Service Monthly Charges ......................................................................... 35

Section 4.3 - Promotional Offerings ............................................................................................ 36
Section 4.4 - Marketing ................................................................................................................ 36
Section 4.5 - Individual Case Basis (ICB) Charges ..................................................................... 36

Issued: Effective:

Issued By: Jeffrey Kom
Crexendo Business Solutions, Inc.

1615 South 52_ Street

Tempe, Arizona 85281
801-227-0004



Crexendo Business Solutions, Inc.
SOUTH CAROLINA TARIFF NO. I

Sheet 4

Original

SYMBOLS SHEET

The following symbols shall be used in this tariff for the purpose indicated below:

C - To Signify a Change in Rate Schedule or Term or Condition
D - To Signify a Deleted Discominued Rate or Term or Condition
I - To Signify an Increased Rate
M - To Signify Text Moved from Another Tariff Location

hl - To Signify a New Rate or Term or Condition
R- To Signify a Reduced Rate

T - To Signify a Change in Text or Regulation; But No Change in Rate or Term or Condition
Z- To Signify a Correction

Issued:
Effective:

Issued By: Jeffrey Kom
Crexendo Business Solutions, Inc.

1615 South 52 "dStreet

Tempe, Arizona 85281
801-227-0004



Crexendo Business Solutions, Inc.

SOUTH CAROLINA TARIFF NO. I

Sheet 5

Original

TARIFF FORMAT

A. Sheet Numbering - Sheet numbers appear in the upper right comer of the page. Sheets are numbered
sequentially. However, new sheets are occasionally added to the tariff. When a new sheet is added
between sheets already in effect, a decimal is added. For example, a new sheet added between sheets 14
and 15 would be 14.1.

B. Sheet Revision Numbers - Revision numbers also appear in the upper right comer of each page

where applicable. These numbers are used to determine the most current sheet version on file with the
Commission. For example, the 4th revised Sheet 14 cancels the 3rd revised Sheet 14. Because of various

suspension periods, deferrals, etc. that the Commission follows in their tariff approval process, the most
current sheet number on file with the Commission is not always the tariff page in effect. Consult the

Check Sheet for the sheet currently in effect.

C. Paragraph Numbering Sequence -There are nine levels of paragraph coding. Each level of coding
is subservient to its next higher level:
2.
2.1.

2.1.1.
2.1.I.A.
2.1.!.A.1.

2.1.l.A.l.(a).
2.1.I.A.I .(a).I.
2.1 .l.A.l .(a).l.(i).
2.1.1.A.l.(a).I.(i).(1).

D. Check Sheets - When a tariff filing is made with the Commission, an updated check sheet

accompanies the tariff filing. The check sheet lists the sheets contained in the tariff, with a cross reference
to the current revision number. When new pages are added, the check sheet is changed to reflect the
revision. All revisions made in a given filing are designated by the symbols given on the symbols sheet.
There will be no other symbols used on this page if these are the only changes made to it (i.e., the format,
etc. remains the same, just revised revision levels on some pages). The tariffuser should refer to the latest
check sheet to find out ira particular sheet is the most current on file with the Commission.

Issued: Effective:

Issued By: Jeffrey Kom
Crexendo Business Solutions, Inc.

1615 South 52"d Street

Tempe, Arizona 85281
801-227-0004



CrexendoBusinessSolutions,Inc.
SOUTH CAROLINA TARIFF NO. I

Sheet 6

Original

NOTICE CONCERNING ALL TERMS AND CONDITIONS AND RATES

The Public Service Commission of South Carolina ("Commission" or "'SCPSC") requires that each
telephone company's Terms and Conditions comply with and not conflict with regulations and

requirements of South Carolina Statutes, S.C. Code Sections 58-9-10 et seq. and the regulations found in
South Carolina Code Binder 26, Chapter 103, Article 6. Any provision in these Terms and Conditions or
rate schedules that conflicts with a South Carolina statute or SCPSC rule is inapplicable and will not be
enforceable. The following regulations apply to telephone utilities and contain provisions that affect
matters that commonly appear in telephone utility Terms and Conditions:

Subarticle I - General

Subartide 2 - Records and Reports including Complaints, Accidents, Interruption of Service, and Service
Reports

Subarticle 3 - Customer Relations including Standards for Customer Deposits, Billing, Denial or
Discontinuance of Service, Directories and Termination of Service

Subanicle 4 -Engineering

Subarticle 5 - Inspection and Tests

Subarticle 6 - Standards and Quality of Service

Subarticle 7 - Safety

Subarticle 8 - Telecommunication Relay Service Advisory Committee

Issued: Effective:
Issued By: Jeffrey Kom

Crexendo Business Solutions, Inc.
1615 South 52 ndStreet

Tempe, Arizona 85281
801-227-0004



CrexendoBusinessSolutions, inc.
SOUTH CAROLINA TARIFF NO. 1

Sheet 7

Original

NOTICE CONCERNING ALL TERMS AND CONDITIONS AND RATES

in addition, the following provisions regarding use of 911 services are pan of this Company's Terms and
Conditions:

Crexendo 911 service is different from traditional 911 and cellular/wireless 911 service.

Dialing 911 may differ depending on where Customers are located, and the device used,
when using Crexendo service. Please see the full terms of the Crexendo 91 ! policy at
http://www.crexendotelecom.com/e91 l-policy.

When dialing 91 I, Customers' Crexendo phone number and registered address are sent to
the local emergency center serving that location, and emergency operators have access to
this information in order to send hdp and call you back if necessary. When dialing 911
local emergency operators answering the call may not see the Crexendo telephone
number or registered address. The emergency center may not be equipped to receive,

capture or retain the Customer's Crexendo telephone number and registered address, so
Customers must be prepared to give them this information. Until Customers give the
operator their phone number, he/she may not be able to call back or dispatch help if the
call is disconnected, dropped or otherwise terminated.

Crexendo requires Customers to provide the physical address where they will be using
Crexendo service for 911 purposes. This address is used to route 911 calls to Customers'
local emergency center. When Customers initially provide a physical address, it can take
up to 24 hours to verify the address and activate 911 services. R is advisable to have
alternate 911 service until 911 service has been activated. Ifa device is moved to another

location, Customers must update the address. The location must be in an area served by
Crexendo. Only one location can be registered at a time. If the address is not updated,
911 calls may be sent to an emergency center near the old address. There may be an
additional delay of up to 24 hours after notifying Crexendo of the device having been
moved.

If a selected service enables utilizing the same telephone number for two different
devices Customers may be required to use an alternate service to contact local 911
service. 911 will only work at the location where the device is located. Please note that
Crexendo 911 Dialing service will not function in the event of a broadband or power
outage or if Customers' broadband, Intemet Service Provider (ISP), or Crexendo phone
service is terminated.

This Company agrees that it is responsible for complying with all applicable rules, regulations, and orders
of the Public Service Commission of South Carolina and with the South Carolina Code. It understands

that if it applies or enforces any provision of these Terms and Conditions that is in conflict with a rule,
regulation or order of the SCPSC or the South Carolina Code, the rule, regulation, order or statute will
govern. Full Terms of Service are available on the Company's website at www.erexendotelecom.com.

Issued: Effective:

Issued By: Jeffrey Korn
Crexendo Business Solutions, Inc.

16 !5 South 52 adStreet

Tempe, Arizona 85281
801-227-0004



Crexendo Business Solutions, Inc.
SOUTH CAROLINA TARIFF NO. 1

Sheet 8

Original

SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS

1.1 Explanation of Abbreviations and Aeron,yms

Commission or SCPSC - Public Service Commission of South Carolina

IXC - Interexchange Carrier
ICO - Independent Company

ICE - Independent Company Exchange
LATA - Local Access and Transport Area
LEC - Local Exchange Company
MTS - Message Telecommunication Service
NPA - Numbering Plan Area
PIC - Primary Interexchange Carrier
TDD - Telephone Device for the Deaf
TRS - Telecommunications Relay Service

Issued:

Issued By: Jeffrey Kom
Crexendo Business Solutions, Inc.

1615 South 52 _ Street

Tempe, Arizona 85281
801-227-0004

Effective:



CrexendoBusinessSolutions,Inc.
SOUTHCAROLINATARIFF NO. 1

Sheet 9

Original

SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS

!.2 Definition of Terms

Commission (SCPSC) - The Public Service Commission of South Carolina

Company - Refers to Crexendo Business Solutions, Inc.

Completed - A call which the Company's network has determined has been answered by a person,

answering machine, fax machine, computer modem device, or other mechanical answering device.

Customer - The person, firm, corporation, or other entity which orders Service and is responsible for
payment of charges due and compliance with the Company's tariff regulations. This term also includes a
person who was a Customer of the Company within the past 30 days and who requests Service at the
same or different location.

Customer-Provided Equipment (CPE) - Equipment provided by the Customer for use with the

Company's Services. CPE can include a station set, facsimile machine, key system, PBX, or other
communication system.

End User - Any Customer that is not a carrier, except that a carrier (other than a telephone company)
shall be deemed to be an "End User" when such carrier uses the Company's Service for administrative

purposes.

IP Voice Service - The provision to the Customer of access to the Company's Interact Protocol voice
network and the public switched telephone network for the purpose of sending and receiving calls.

Nonrecurring Charge - A one-time charge made under certain conditions to recover all or a portion of the
cost of installing facilities or providing Service.

Recurring Charge - The monthly charge to the Customer for Services, facilities and equipment, which
continue for the agreed upon duration of the Service.

Service - Any IP Voice Service(s) provided by the Company under this tariff.

Termination of Service - Discontinuance of both incoming and outgoing Service.

User - A Customer, or any other person authorized by a Customer to use Service provided under this
tariff.

Voice Line - A network path capable of transmitting signals within the range of the service offering, e.g.,
a Voiceband transmission path is capable of transmitting voice frequencies within the approximate range
of 300 to 3000 Hz. A transmission path is comprised of physical or derived channels consisting of any
form or configuration of facilities typically used in the communications industry.
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SECTION 2 - RULES AND REGULATIONS

2.1 Undertaking of the Comvany

2.1.1 Application of Tariff

A. This tariff sets forth terms and conditions applicable to the furnishing of the IP Voice
Service defined herein offered by the Company within the State of South Carolina. IP

Voice Service is furnished for the use of End Users in placing and receiving calls within
the State of South Carolina.

a. When Services and facilities are provided in part by the Company and in part by other
companies, the regulations of the Company apply only to that portion of the service or
facilities furnished by it.

Co When Services and facilities provided by the Company are used to obtain access to the

regulated or unregulated services provided by another company, or are used by another
company as part of the regulated or unregulated services offered by that company, the
regulations of the Company apply only to the use of the Company's Services and
facilities.

D. This tariff applies only for the use of the Company's Services within the State of South
Carolina. This includes the use of the Company's network to complete an end-to-end call
within the State of South Carolina and to obtain access to the intrastate and interstate Toll
Call services offered by the Company.

E. The provision oflP Voice Service defined herein is subject to regulations specified in this
tariffand may be revised, added to, or supplemented by superseding issues.

2.1.2 Shortage of Equipment or Facilities

The furnishing of Service under this tariff is subject to the availability on a continuing basis of all

the necessary facilities and technical capabilities and is limited to the capacity of the Company's
facilities as well as facilities the Company may obtain from carriers to furnish Service from time
to time as required at the sole discretion of the Company.
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Terms and Conditions

IP Voice service requires a high speed broadband connection which the Company does

not provide. Events beyond the Company's control may affect Service, such as power
outages, fluctuations in the Intemet, underlying lntemet Service Provider (ISP) or
broadband service, or maintenance. Crexendo will act in good faith to minimize
disruptions to use of and access to Service.

IP Voice Service is dependent upon electrical power and, even with a Customer premises
back up power source, if the electrical provider and/or Company's cable network or
facilities are not operating, the IP Voice Service, including the ability to access

emergency 911 services, may not be available. The Company accepts no responsibility
for Service outages due to the non-availability at the Customer's premises of electrical

power.

Customers may be required to enter into written service orders which shall contain or
reference a specific description of the service ordered, the rates to be charged, the
duration of the services, and the terms and conditions in this tariff. Customers will also

be required to execute any other documents as may be reasonably requested by the
Company.

In any action between the parties to enforce any provision of this tariff, the prevailing
party shall be entitled to recover its legal fees and court costs from the non-prevailing
party in addition to other relief a court may award.

Service may be terminated to the Customer pursuant to 26 S.C. Kegs. 103-625.

This tariff shall be interpreted and governed by the laws of the State of South Carolina

without regard for its choice of laws provision.

Application for Service, billing, payment, deposit, disconnection, dispute resolution and
other credit and collect procedures are governed by Chapter 103, Article 6, Subarticle 3
of the Regulations of the SCPSC or any successor provisions.

These provisions do not constitute all of the Company's Terms of Service. Full Terms of

Service are available on the Company's website at www.crexendotelecom.com.
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2.2 Limitations

2.2.1 Indemnification

A. The Company shall not be liable for any claims for loss or damages involving:

. Any act or omission of: (a) the Customer, (b) any other entity furnishing service,
equipment or facilities for use in conjunction with Services or facilities provided
by the Company, or (c) common carriers or warehousemen;

. Any delay or failure of performance or equipment due to causes beyond the

Company's control, including, but not limited to, acts of God, fires, floods,
earthquakes, hurricanes, or other natural catastrophes; national emergencies,
insurrections, riots, wars or other civil commotions; strikes, lockouts, work

stoppages or other labor difficulties; criminal actions taken against the Company;
unavailability, failure or malfunction of equipment or facilities provided by the
Customer or third parties; and any law, order, regulation or other action of any

governing authority or agency thereof;

3. Any unlawful or unauthorized use of the Company's facilities and Services;

. Libel, slander, invasion of privacy or infringement of patents, trade secrets, or

copyrights arising from or in connection with the transmission of
communications by means of Company-provided facilities or Services, or by
means of the combination of Company provided facilities or Services with

Customer-provided facilities or services;

. Breach in the privacy or security of communications transmitted over the

Company's facilities;

. Changes in any of the facilities, operations or procedures of the Company that
render any equipment, facilities or services provided by the Customer obsolete,

or require modification or alteration of such equipment, facilities or services, or
otherwise affect their use or performance, except where reasonable notice is

required by the Company and is not provided to the Customer, in which event the
Company's liability is limited as set forth in this Section 2.2;

. Defacement of or damage to Customer premises resulting from the furnishing of
Services or equipment on such premises or the installation or removal thereof;
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Injury to property or injury or death to persons, including claims for payments
made under Workers' Compensation law or under any plan for employee
disability or death benefits, arising out of, or caused by, any act or omission of
the Customer, or the construction, installation, maintenance, presence, use or

removal of the Customer's facilities or equipment connected, or to be connected,
to the Company's facilities;

. Any intentional, wrongful act of a Company employee when such act is not

within the scope of the employee's responsibilities for the Company and/or is not
authorized by the Company;

10.
Any representations made by Company employees that do not comport, or that
are inconsistent, with the provisions of this tariff;

11. Any act, omission or network condition resulting in the non-availability of 91 I,

E911, or similar services for any reason including, without limitation and by way
of example only, due to any failure of the Company's system, interruption of
Crexendo cable modem service or interruption of electric service to Customer's

premises (IP Voice Service is not supported by an in-home hack-up power
source);

12.

13.

Any non-completion of calls due to network busy conditions or network failures;

Any calls not actually attempted to be completed during any period that Service
is unavailable;

14. Blockages by other providers of services on the public switched network.

The Company shall be indemnified, defended and held harmless by the Customer or End
User fi'om and against any and all claims, loss, demands, suits, expense, or other action or

any liability whatsoever, including attorney fees, whether suffered, made, insinuated, or

asserted by the Customer or by any other party, for any personal injury to or death of any

person or persons, and for any loss, damage or destruction of any property, including
environmental contamination, whether owned by the Customer or by any other party,
caused or claimed to have been caused directly or indirectly by the installation, operation,

failure to operate, maintenance, presence, condition, location, use, or removal of any
Company or Customer equipment or facilities or Service provided by the Company.

The Company does not guarantee nor make any warranty with respect to installations
provided by it for use in an explosive atmosphere.
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The Company assumes no responsibility for the availability or performance of any cable

or satellite systems or related facilities under the control of other entities, whether or not
affiliated with the Company, or for other facilities provided by other entities used for
Service to the Customer, even if the Company has acted as the Customer's agent in
arranging for such facilities or services. Such facilities are provided subject to such
degree of protection or non-preemptibility as may be provided by the other entities

Except as otherwise stated in this tariff, any claim of whatever nature against the
Company shall be deemed conclusively to have been waived unless presented in writing
to the Company within thirty (30) days after the date of the occurrence that gave rise to
the claim.

The Company is not liable for any errors and omissions in local directories. In cases
where a specific charge has been made for a directory listing, the Company shall not be
liable for any such error or omission beyond the amount of such charge.

The Company makes no warranties or representations, express or implied either in fact or
by operation of law, statutory or otherwise, including warranties of merchantability or
fitness for a particular use, except those expressly set forth herein.

The Company will not be liable for any charge incurred when any long distance (Toll
Call) carrier or alternative operator service provider accepts third-number billed or collect
calls.

Any provisions that limit liability for damages do not apply to the extent they conflict
with Chapter 103, Article 6, of the regulations of the SCPSC.
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2.3 Liability of the Company

2._.1 General

A. No Warranties on Service. Crexendo makes no warranties, express or implied, including
but not limited to, any implied warranties of merchantability, fitness of the service or
device for a particular purpose, title or non-infringement or any warranty arising by usage
of trade, course of dealing or course of performance. In addition, Crexendo does not

warrant that the service or device will be without failure, delay, interruption, error,
omission, degradation of voice quality or loss of content, data, or information. Neither
Crexendo nor its officers, directors, employees, affiliates or agents, or any other service

provider or vendor who furnishes services, devices, or products to the customer for
Crexendo's service will be liable for unauthorized access to transmission facilities or

premises or equipment or for unauthorized access to, or alteration, theft, or destruction of,
customer's data files, programs, procedures, or information through accident, fraudulent
means, devices, or any other method, regardless of whether such damage occurs as a
result of Crexendo's or its service providers' or vendors' negligence. Statements and
descriptions concerning Crexendo's service or device(s), if any, by Crexendo or

Crexendo's agents or installers are informational and are not given as a warranty of any
kind. Crexendo will not give credit for any interruption of Crexendo service, including
international calling services.

B. Disclaimer of Liability for Damages. In no event will Crexendo, its officers, directors,
employees, affiliates or agents or any other service provider who furnishes services or

devices in connection with Crexendo's service be liable for any damages, including but
not limited to, personal injury, wrongful death, property damage, loss of data, loss of

revenue or profits, or damages arising out of or in connection with the use or inability to
use a device or the service, including inability to access emergency service personnel
through the 911 dialing service or to obtain emergency help. These limitations apply to
claims founded in breach of contract, breach of warranty, product liability, tort, and any
and all other theories of liability. These limitations apply whether or not Crexendo was
informed of the likelihood of any particular type of damages.

C. Disclaimer of 911 Liability. Crexendo disclaims all responsibility for the conduct of local
emergency response centers and the national emergency calling center. Crexendo does
not have any control over any local emergency response center. Therefore, Crexendo is

not responsible for whether they answer calls using Crexendo's 911 dialing service, how
they answer these calls, or how they handle them. Crexendo relies on third parties to
assist us in routing 911 dialing calls to local emergency response centers and to a national
emergency calling center. Crexendo is neither liable nor responsible if the data used by a
third party to route calls is incorrect or produces an erroneous result. Neither Crexendo

nor its officers or employees may be held liable for any claim, damage, or loss, fine,
penalty, cost, and expense (including, without limitation, attorney's fees) by, or on behalf
of, Customers or any third party or user of Crexendo's service, relating to Crexendo's
service, including, without limitation, 911 Dialing, or Customers' device(s).
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D. Limit on total liability. Crexendo's total liability under this agreement will not exceed the
service charges for the affected time period. Crexendo will not be responsible for third
party fees or charges, including but not limited to, banking fees, overdraft fees, cellular
phone or other wireline charges, technician charges, or other similar charges.

2.4 Service Availability

2.4.1 Notification of Service-Affecting Activities

The Company will provide the Customer reasonable notification of Service-affecting activities
that may occur in normal operation of its business. Such activities may include, but are not

limited to, equipment or facilities additions, removals or rearrangements and routine preventative
maintenance. Generally, such activities are not specific to an individual Customer but affect many
Customers' Services. No specific advance notification period is applicable to all Service
activities. The Company will work cooperatively with the Customer to determine the reasonable

notification requirements. With some emergency or unplanned Service-affecting conditions, such
as an outage resulting from a loss of power or cable damage, notification to the Customer may not
be possible.

2.4.2 Provision of Equipment and Facilities

Ao The Company shall use reasonable efforts to make available Services to a Customer on or
before a particular date, subject to the provisions of and compliance by the Customer

with the regulations contained in this tariff. The Company does not guarantee availability
by any such date and shall not be liable for any delays in commencing Service to any
Customer.

B° The Company shall use reasonable efforts to maintain only the facilities and equipment
that it furnishes to the Customer. The Customer may not, nor may the Customer permit
others to, rearrange, disconnect, remove, attempt to repair, or otherwise interfere with any
of the facilities or equipment installed by the Company, except upon the written consent
of the Company.

Co The Company may substitute, change or rearrange any equipment or facility at any time
and from time to time, but shall not thereby alter the technical parameters of the Service
provided to the Customer.

Do Equipment the Company provides or installs at the Customer's premises for use in
connection with the Services the Company offers shall not be used for any purpose other
than that for which the Company provided it.
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E. The Customer shall be responsible for the payment of Service charges as set forth herein
for visits by the Company's agents or employees to the premises of the Customer or User

when the Service difficulty or trouble reported results from the use of equipment or
facilities provided by any party other than the Company, including, but not limited to, the
Customer or User.

Fo The Company shall not be responsible for the installation, operation, or maintenance of
any Customer- or User-provided communications equipment. Where such equipment is
connected to the facilities furnished pursuant to this tariff, the responsibility of the
Company shall be limited to the furnishing of facilities offered under this tariff and to the

maintenance and operation of such facilities. Subject to this responsibility, the Company
shall not be responsible for:.

1. the transmission of signals by Customer-Provided Equipment or for the quality
of, or defects in, such transmission; or

2. the reception of signals by Customer-Provided Equipment.

2.4.3 Ownership of Facilities

Title to all facilities provided in accordance with this tariff remains in the Company, its affiliates,
agents or contractors.

2.50bUeations of the Customer

2.5.1 General

A. The Customer shall be responsible for:

!. the payment ofall applicable charges;

. damage to or loss of the Company's facilities or equipment caused by the acts or
omissions of the Customer or of any User, or by the noncompliance by the
Customer or any User with these regulations, or by fire or theft or other casualty
on the Customer's or any User's premises, unless caused by the negligence or
willful misconduct of the employees or agents of the Company;

. obtaining, maintaining, and otherwise having full responsibility for all fights-of-
way and conduit necessary for installation of lines, facilities and associated
equipment used to provide IP Voice Service to the Customer from the

Customer's property line to the location of the equipment space described above.

Any and all costs associated with obtaining and maintaining the rights-of-way
described herein, including the costs of altering the structure to permit
installation of Company-provided facilities, shall be borne entirely by, or may be
charged by the Company to, the Customer.
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. not creating or allowing to be placed any liens or other encumbrances on the
Company's equipment or facilities; and

, making the Company's facilities and equipment available periodically for
maintenance purposes at a time agreeable to both the Company and the
Customer. No allowance will be made for the period during which Service is

interrupted for such purposes.

2.5.2 Prohibited Activities and Uses

A° Customers may use Crexendo's service and device(s) only for lawful, proper and
appropriate purposes. Customers may not use Crexendo's service or device(s) in any way
that is illegal, improper or inappropriate. Crexendo in its sole discretion may determine
what improper and inappropriate activities are.

Crexendo may monitor the use of its Service for violations of this agreement. Crexendo
may remove or block all communications if a violation of this agreement is suspected, or
if the Company believes in good faith it is necessary in order to protect the Service, or
Crexendo, its parent, affiliates, directors, officers, agents, and employees from liability or
other harm. If Crexendo believes that Customers have used the Company's Service or

device(s) for an unlawful purpose, Crexendo may forward the relevant communication
and other information, including Customer identity, to the appropriate law enforcement
or other for investigations and prosecution. Customers consent to forwarding of any such
communications and information to law enforcement or other. In addition Crexendo will

respond to any subpoena or court order or law enforcement or other governmental agency
requests.

Co Use of Service and Device by Customers outside the United States. Crexendo services are

only offered and supported in the United States. Service is designed to work generally
with unencumbered high-speed Intemet connections. However, if the high-speed Internet
connection the Customer is using is not within a Crexendo service area or the Customer's
ISP or broadband provider places restrictions on using VoIP services, Crexendo does not

claim that they will allow Customers to use the Company's service. Customers are solely
responsible for any violations of federal, state or local laws and regulations or violations
of ISP and broadband provider terms of service because of Customer use of the
Company's service. If Customers ship a device outside the United States for use in

another country, such Customer is solely responsible for determining and adhering to
compliance with all applicable customs, regulatory and other laws regarding the
transport, distribution and use of such device and the service as well as the ability to use
the service in that location.
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Do No Transfer of Service. Customers are the sole account holder for the service for all

purposes and arc solely responsible for all charges incurred on the account, regardlcss of
changes to the account, including billing information. Customers may not resell or
transfer service, account or device(s) or provide a telephone service to anyone else
without first getting the Company's written consent. In no event may a Customer account
be assigned to a non-U.S, resident.

Eo No Alterations or Tampering. If a Customer copies or alters or has someone else copy or
alter the program, hardware or software of the device in any way that facilitates a

compromise of Service, such Customer is responsible for any charges that result.
Customers may not attempt to hack or otherwise alter or disrupt Crexendo's service or

make any use of Crexendo's service that is inconsistent with its intended purpose.

Fo Theft of Service. Customers may not use or obtain Service in any manner that avoids
Crexendo policies and procedures, including using the service in an illegal or improper
manner. Customers will notify the Company immediately if a device is stolen or if the

Customer believes that Service is being stolen, fraudulently used, or otherwise being used
in an unauthorized, improper, or illegal manner.

Go Unauthorized Usage of Device; Firmware or Software. Customers have not been granted
any license to use the firmware or software Crcxendo uses to provide Service or that
Crexendo provides to Customers in providing Service, or that is embedded in Customers'
device(s), other than a nontransferable, revocable license to use the firmware or software

in object code form (without making any modification to it) strictly according to the
terms and conditions of this agreement. Customers also agree that they will use the
device exclusively for the Company's service.

2.5.3 Claims

A° Customers shall defend, indemnify, and hold harmless Crexendo, its officers, directors,
employees, affiliates and agents, and any other service provider who furnishes services to

the Customer for Service, from any and all claims, losses, damages, fines, penalties,
costs, and expenses (including, without limitation, attorneys' fees) by, or on behalf of,
Customer or any third party or user of Crexendo's service, relating to Crexendo's service,

including, without limitation, 911 Dialing, or device(s), or use of Crexendo's service by
Customer or others using Customer's account (whether or not such usage is expressly
authorized by the Customer).

I. Customers waive all claims or causes of action arising from or relating to 911 dialing
service unless the claims or causes of action arise from the Company's gross negligence,
recklessness, or willful misconduct.
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C° Customers are liable for all liability that may arise from the content transmitted to any

person, whether or not Customers authorize it, using the Customer's service or device(s).
Customers promise that Customer and anyone who uses Customer's service comply at all
times with all laws, regulations, and written and electronic instructions for using
Crexendo's service and the device(s).

D. Customers are liable for any and all liability that may arise from failure to provide true,

accurate, current and complete information and to maintain and promptly update such
information.

2.6 Device / Equipment

2.6.1 General

A° Except as set forth in the Terms of Service, all Company-provided devices include a
limited warranty from another person (such as the manufacturer). Customers should read
the separate limited warranty document received with the device for information on the

limitation and disclaimer of certain warranties. Unless specifically otherwise notified all

equipment is manufactured by another party. Crexendo will provide a limited warranty
on the device only for manufacturing defects for the entire term of Customers'

subscription so long as Customers arc current on all payments due. Repair or replacement

is the sole remedy for any breach of any limited warranty or other breach of any duty
regarding a device. For a repaired or replacement device, follow the instructions of
Company Customer Service representatives who may be contacted at 1.855.21 I.CALL

(2255). This limited warranty applies in place of the limited warranty included with the
device if the included limited warranty is less favorable than this wawanty.

B. If a Customer receives cartons or devices that are visibly damaged, the Customer must

note the damage on the carrier's freight bill or receipt and keep a copy. Customers must
also keep the original cation, all packing materials, and parts in the same condition in

which it was received them from the carrier. Customers must then contact the Company
Customer Service Department immediately at 1.855.211.CALL (2255). If Crexendo

installs equipment or otherwise provide services, Crexendo will provide a limited
warranty on those services for a period of one (1) year from the execution of the

subscription agreement. This warranty applies only to work completed by Crexendo and

not altered by the Customer or the Customer's agents. The sole remedy will be repair of
improper installation or workmanship.

C. Customers bear all the risk of loss, theft, or damage. This risk is from the time of

shipment until the time of return shipment according to the Company's Terms of Service
and the Customer's specific agreement, if any.
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Do Customers may not change the electronic serial number or equipment identifier or

encryption keys or other authentication or technical data of any device(s) or perform a
factory reset of any device(s) without first getting the Company's written consent or
unless directed by a Company Customer Support representative.

Eo Other than express warranties for the device in the documentation thai comes with the
device and the retail customer limited warranty in the Terms of Service, following the
term of the limited warranty, Crexendo makes no warranties of any kind, express or

implied, and specifically disclaim, following the term of the limited warranty, any
warranty of merchantability, fitness of the device for a particular purpose, title or non-

infringement, or any warranty arising by usage of trade, course of dealing, or course of
performance, or any warranty that the device or any firmware or software is "error free"
or will meet Customer's requirements. This section does not limit any disclaimer or
limitation of warranty in the documentation provided with the device.

2.7 BilUn2 Payment and Dispute

2.7.1 Payment

Ao The Customer is responsible for the payment of all charges for facilities and

Services furnished by the Company to the Customer and to all Users authorized

by the Customer. Customers will be charged for the monthly service in advance at the
beginning of each billing period. Any overages are charged after the month completes
along with the next monthly service. Fax overage charges for 800 Fax Service may lag by
as much as 90 days.

Bo By subscribing to the Company's Service, Customers authorize Crexendo to collect

payment fi'om the Customer's chosen payment method, including disconnection fees, late
fees, check return fees, rebate or device recovery fees and any other outstanding charges.
This authorization will remain valid until 30 days after the Customer terminates
Crexendo's authority to charge the payment method.
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B.

B.

Billing and Collection of Charges

Crexendo will charge the Customer's chosen method of payment in advance for each

monthly service plan fee, associated taxes and surcharges; in arrears for any usage and
calls not covered; and immediately on disconnection for any unbilled amounts and any
disconnection, and other fees that are due. If subscribed to a prepaid annual plan,
Crexendo will bill the Customer in advance for the service plan fee due for the entire
year, plus any associated taxes, fees and surcharges, and in arrears on a monthly basis.
Late payments will be subject to late payment fees and returned electronic check
payments will be subject to returned check fees, each of which are further detailed as part
of the Company's fees structure which may be found at www,_rexendotelecom.com the

terms of which are incorporated herein by reference. Failure to provide payment within
15 days of the billing date could result in termination of service. Customers must provide
a valid email address and a payment method upon subscribing. Crexendo reserves the

right to stop accepting Customers' payment methods or payments. Customers must notify
Crexendo at once if the Customer's payment method expires, the Customer closes the
account, billing address changes, email address changes, or if payment method is
cancelled and replaced on account of loss or theft. Failure to do so may be deemed to be a

default of this agreement and subject the Customer to immediate cancellation.

As provided in S.C. Code Section 34-11-70 the Company may charge a service for each

check returned for nonpayment by a bank. The Company will furnish proof of the bank
charge upon request.

Disputed Bills

Customers must promptly update their account information whenever personal or billing
information changes (including, for example, name, address, e-mail address, telephone
number, and credit/debit card number, CW, and expiration date). Customers

acknowledge and agree that Crexendo will send information regarding Service, including
via e-mail, over the lnternet. If notices are sent to the last email address provided by the
Customer, then sufficient email notice has been given and the Customer waives any
rights to assert failure of notice. For any dispute of Crexendo charges, Customers must
notify Crexendo within 7 calendar days after receiving their statement from their bank or
credit card issuer. If charges are not disputed within 7 calendar days, Customers waive
any right to contest the charges.

if the Customer has a complaint, has a question about, or seeks to dispute charges, on the
bill, the Customer should contact the Company at the address, telephone number, or
email address provided on the bill. If the Customer is not satisfied with the Company's
response, the Customer may contact Offiee of Regulatory Staff, P.O. Box 11263,

Columbia, SC 29203, (803) 737-5230, (800) 922-1531, www.regulatorystaff.s_gov.
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2.8 Charges_ Taxes_ and Additional Fees

2.8.1 Current Fees and Charges

Current fees and charges are located on the Company's website Cwww.crexend01elecom.com}. These
fees and charges may change from time to time. New products and services may be introduced at
special introductory pricing. At the Company's discretion, Crexendo may change pricing. Where
required by law, the Company will send notification of invoices to Customers' email addresses on

file. No credit will be given for any interruption of Crexendo service, including international calling

services. Crexendo bills usage charges in full minute increments, rounding partial minutes up to the
next full minute, unless stated otherwise in the rate schedules on the Company's website. Crexendo
bills fractional US Federal Universal Service Fund charges in full cents, rounding up cents.

2.8.2 Taxes

Federal, State and local governments assess taxes, surcharges, or fees, or all of these, on use of
Service. Charges include but are not limited to Federal Universal Service Fund and local use taxes.

These charges may be a fiat fee or a percentage of Customers' Crexendo charges and may change
without notice. These charges are based on the rates applicable to the Customers' address provided.
Customers are responsible for all applicable taxes, fees, or charges for subscription, use, or payment
for Service or device(s). These amounts are in addition to the monthly payment for Service or
devices. Crexendo will bill these charges to the provided payment method according to the terms in
the Customer's agreement.

2.8.3 Toll Free Charges

Crexendo may recover charges imposed from the use of the "Toll Free" feature of the Company's
Service, either directly or indirectly for toll free calls made to Customers' number(s). Crexendo may
recover these amounts by means of a per call charge, rounded up to the next cent, or in any other
way the Company decides is appropriate for the recovery of those costs.

2.9 Use of Customer's Service by Others

2.9.1 General

Services provided hereunder are provided solely for the use of the Customer and End Users

authorized by the Customer. Customers may not resell such Service to a third party for any form
of compensation.
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2.9.2 Transfers and Assignments

A* Neither the Company nor the Customer may assign or transfer its rights or duties in
connection with the Services and facilities provided by the Company without the written

consent ofthe other party, except that the Company may assign its rights and duties (a) to
any subsidiary, parent company or affiliate of the Company, Co) pursuant to any sale or
transfer of substantially all the assets of the Company; or (c) pursuant to any financing,

merger or reorganization of the Company.

B. Customers may not be able to take, or "port," current telephone number to another service
provider. If Customers ask their new service provider to port a number from the
Company, the Company reserves the right to terminate Service for that number promptly
a_er receiving notification from the underlying local exchange carrier that the porting of
Customer's number to the new service provider has been completed successfully.
Crexendo will terminate Service in this fashion even if the Customer does not

independently call to request disconnection. Once Service is terminated in this manner,
Customers will remain responsible for all charges and fees including any unbilled

charges, as well as for any disconnection or recovery fees that may be due.

2.10 Cancellation of Service

2.10.1 Disconnection of Service

A. Crexendo provides Service to Customers indefinitely. Customer terms for billing (i.e.
monthly, annually or otherwise) are detailed in order confirmations. The service term is
the term agreed to upon signing up for Crexendo Service. Customers will be billed the
first month of service in advance upon execution of the subscription agreement together

with any instillation fees if applicable. Customers' first service term begins on the date
either (a) the order was placed if the Company is not providing installation services, or
(b) the date the contract is signed. Subsequent billings will occur monthly thereafter.
Service will continue during the term of the agreement or until canceled. Please note that

the obligations of Customer agreements begin on execution of the subscription agreement
and are indefinite. Subscription will automatically renew at the end of subscription

agreements for a period of one year at the then current rates unless Customers notify
Crexendo thirty (30) days prior to the scheduled termination of subscription.

B. If Customers attempt to disconnect service for one or more lines before the end of their
current service term, such Customer will be subject to local tariffs responsible for all the

REMAINING (MONTHLY) charges for the current (SERVICE) term that are applicable
to the disconnected lines(s), including unbiiled charges, plus a disconnect fee the price
for which is detailed on the Company's website at www,crexendotelecom.com, the

additional terms of which are incorporated by reference herein.
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Co If Crexendo disconnects service for any of the reasom detailed in this tariff, (including

but not limited to nonpayment or use of service in violation of applicable law or company

policy, or outside the parameters of your plan) Customers will be responsible for all
charges through the end of the current service term, including unhilled charges, plus any
disconnection fees and any recovery fees.

2.10.2 Termination of Service

in order to terminate Service, Customers must contact the Company's Customer Support

Department at 1.855.211.CALL (2255). For a list of current service hours please see
www.crexendotelecom.com.

2.11 Notices and Communications

All notices or other communications except notice of termination of service which required to be given

pursuant to this tariff will be delivered via e-mail and first-class mail. Pursuant to 26 S.C. Regs. 103-
624.3, a Customer may request service termination by contacting the Company. The Company or the
Customer shall advise the other party of any changes to the addresses designated for notices, other

communications or billing, by following the procedures for giving notice set forth herein.
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SECTION 3 - SERVICE DESCRIPTION

3.1 IP Voice Service

3.1.1 General

A. Description

I.
Crexendo's Cloud IP Voice Service works with Customers' high speed intemet

broadband and provides a connection to the Company's IP voice network which
enables the Customer to:

a° place and receive calls (including incoming facsimile transmissions) to
and from other subscribers to the Company's IP Voice Service and on

the public switched telephone network;

b. access the Company's intrastate, interstate and international IP Voice
Service;

C. access the operator service and business office for Service related
assistance, access toll-free telecommunications services such as 800 toll-

free calling, and access E-911 service for emergency calling; and

d. originate calls to the Telecommunications Relay Service ORS) thai
enables hearing or speech-impaired persons using Telephone Devices for
the Deaf (TDDs) or similar devices to communicate with the hearing

population not using TDDs and vice versa. A Customer will be able to
access the state provider to complete such calls.

. IP Voice Service is not supported by a Customer premises back-up power source,

and if electrical power and/or Crexendo's cable modem and/or cable television
service are not operating, the IP Voice Service, including the ability to access

emergency 91 ! services, will not be available.

B. [Reserved for future use]

C° The provision of IP Voice Service at the rates and charges and terms and conditions
shown is subject to the provisions of other sections of this tariff
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3.1.7. Service

A. Service

1.

.

.

o

Plan Descriptions

Crexendo 800 Plan

Provides a business communication client for managing inbound calls, email, and

voicemail messages, plus an inbound toll-free number for small office and home
office businesses. Customers subscribe on an annual subscription.

Crexendo 200 Plan

Provides unlimited local and long distance calling in the United States and
Canada. Customers subscribe on an annual subscription. Fair usage limits,

defined as 5,000 minutes per device based on inbound and outbound usage, apply

on this plan. Includes Crexendo 200 Internet Phone.

Crexendo 300 Plan

Provides unlimited local and long distance calling in the United States and
Canada. Customers subscribe on an annual subscription. Fair usage limits,

defined as 5,000 minutes per device based on inbound and outbound usage, apply

on this plan. Includes Crexendo 300 Interact Phone.

Crexendo DTA Plan

Provides unlimited local and long distance calling in the United States and
Canada. Customers subscribe on an annual subscription. Fair usage limits,

defined as 5,000 minutes per device based on inbound and outbound usage, apply

on this plan. Includes Crexendo Digital Telecom Adapter (DTA).
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B. Service Plans By Feature

Crexendo 200
Internet Phone

Crexendo 300
Internet Phone

Crexendo 800 Crexendo 200 Crexendo 300

Plan* Plan* Plan*
Not Included N/A

Not Included

Free Phone &

Shipping**
N/A

Crexendo DTA Not Included Optional Add-On

Calling Plan

Local#PortabHlty
Toll-Free #

DID #

Audio Conferencing
Inbound Fax

Set-up Fee
Find/Follow Me

Call

Transfer/Pickup/Park

Hunt Groups
Auto Attendant
Voicemail

Outbound Fax

Single Line
Cordless/Wireless

Dect Adapter
Fax Machine Support

Single-Line Phone
Adapter

3.9 cents per
minute for

Inbound Toll-
Free

Not Included

Included

Not Included

Not Included
Included

$34.95

Included

Not Included

Included

Unlimited
Minutes: Local

and Long
Distance***

(us/cAl, 
Included

Optional
$3.99/month

(plus 3.9 cents

per minute) .
One # Included
One # Included

1 GB Storage

Included

Included
Included

Included

Included

Free Phone &

Shipping**
OptionalAdd-On

Unlimited
Minutes: Local

and Long
Distance***

COS/CAr4)
Included

Optional
$3.99/month

(plus 3.9 cents

per minute)
One # Included

One # Included
Included

Included

Included

Included

Included

Crexendo DTA

Plan*

Optional Add-On

Optional Add-On

FreeDTA &

Shipping**
Unlimited

Minutes: Local

and Long
Distance***

Included

Optional
$3.99/month

(plus 3.9 cents
perminute)

One # Included
One # Included

Included

Included

Included

Included

Included

Included Included Included Included

Included Included Included Included

Not Included Not Included Not Included Included

Not Included Not Included

Not Included

Not Included

Included

Not Included

Not Included Not Included

Not Included Not Included

Included Included

*All services provided by Crexendo Business Solutions, Inc.

Included

Included

Included

Included

**Deactivation fees will apply for early termination of 200, 300, or DTA plans.
***Fair usage limits apply. Fair usage is defined as 5,000 minutes per device based on inbound and

outbound usage. Usage that exceeds 5,000 minutes per use over a 30-day period will be billed at 3.9
cents per minute. Additional taxes and fees apply to per minute and monthly plan usage. Not all numbers
may be portable.
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C. Cloud VolP Features

Crexendo's Cloud VoIP features available to customers who purchase a Crexendo 200 or
Crexendo 300 plan. The Crexendo DTA plan is limited.

. Auto Attendant or Multiple Auto Attendants. Auto Attendants can provide call
routing based on a company directory, user-defined greetings or business hours,
and provide an overall professional appearance.

. Caller ID Block/Call Return. The caller ID may be blocked for both outgoing and
returning calls.

. Call Forwarding. Customers can access their personal Web User Portal to enable
automatic call forwarding to an internal extension or an external number.

. Call Hold. Press the Hold button on the phone and callers are treated to
Customers' music on hold.

5. Call Log. View call logs for all extensions with search and filter functionality.

. Call Park and Call Pickup or System Hold. Call Park feature lets users put a call
on hold at one telephone and continue the conversation from any other telephone.
Activate the "call park" feature by pressing a preprogrammed button. This
transfers the current telephone conversation to an unused extension and

immediately puts the conversation on hold. This is called parking the call; and
the call is said to have parked onto a certain extension. The telephone system will
when display the extension number of the parked call so that the call can later be
retrieved, which is referred to as Call Pickup.

. Call Screening. This feature forces callers to identify themselves so that
Customers can decide to take the call or send them to voicemail.

. Call Transfer. Route calls with ease whether internally (extension to extension)
or externally to a cell phone.

. Call Transfer - Consultative Transfer. Route a call to another party, and
announce transferring the call to the intended destination. An active call may be

transferred to another extension or number after consulting with the transferred-
to party. The transferor waits for the transferred-to party to answer, consults with
him/her about the call being transferred and then hangs up. On hang-up, the
transferee gets connected to the transferred-to party. Music on hold is available to
the transferee until the transfer is complete.

Issued:

Issued By: Jeffrey Kom
Crexendo Business Solutions, Inc.

1615 South 52 '_ Street

Tempe, Arizona 8528 I
801-227-0004

Effective:



Crexendo Business Solutions, Inc.
SOUTH CAROLINA TARIFF NO. I

Sheet 30

Original

I0.

II.

12.

13.

14.

15.

16.

Call Transfer - Blind Transfer. Blind Transfer where callers may transfer the call
to another party without waiting for the party to answer. With ring back tone, the
transferrer can hang up and the call will be established between the transferee

and the transferred to party when the transfen-ed-to party answers. On the hang-
up the transferee gets connected to the transferred-to party. Music on hold is
available to the transferee until the transfer is complete.

Call Waiting. Take another incoming call if needed.

Call Waiting Number. View the Caller Number (if available) of all incoming
calls on the display of your phone.

Conference Bridge. A single extension provides a virtual conference room where
callers (internal as well as external) can connect via a full-feature conference

bridge. The conference bridge allows up to 10 parties to join the call and is
activated using a conference number with an optional PIN.

Crexendo Jumpstart Program. Crexendo Jumpstart Program is a 30-day program
designed to ensure seamless activation of Service; this 3-step program includes
deployment, configuration of system, and training for key personnel. Crexendo

provides 24-hour emergency support and 7a.m.-9 p.m. (Mountain Time)
technical support via email and phone.

Call Queues or Advanced Call Distribution. Incoming calls are "stacked" and
delivered to eligible employees in a Call Queue as they become available. Create
multiple Call Queues, each with its own set of assigned employees. (Employees
can be members of several Queues.)

Each Queue can be customized with a variety of options:
• Record custom Welcome and Queue "Full" announcements.

• Hold music and/or "Chimes" (personalized audio announcements).

• Chime Frequency - "Hold Time" announcement frequency customization.

• Hold timeout - Limit the time callers remain on hold in a queue.
• Agent ring timeout - Caller limits for keeping queue call volume to a

manageable level.

• Agent Wrap-up - Length of time after fielding a call before the same agent is
called again.

• Final destination - After an agent completes a call, you may direct the call to
a survey or final destination for a wrap-up message.

Dedicated Phone Number. Each Crexendo phone that is issued with a base user

license comes with its own dedicated phone number (DID). Any DID can be re-
pointed to the Auto Attendant if needed. Crexendo also comes with a second

(DID) for conferencing, which can be allocated to conferencing or for another
purpose.
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17.

18.

19.

20.

21.

22.

23.

24.

27.

Do Not Disturb. Have calls automatically forwarded to voicemail.

E911. Crexendo provides E911 services to all its business customers as mandated

by the FCC. This allows the emergency respondent to pinpoint the exact dialing
location of the phone.

FindMe. Find Me/Follow Me functionality lets users specify the best way to
reach them. User-defined rules route each call as directed. Separate Find
Me/Follow Me rules may be created for each status. Receive calls on whichever
phone is most convenient.

Forward. Specify the extension or outside phone number to which calls are

routed when not answered in a pre-defined amount of time. Calls may forward
when the user is busy, or they can be muted unconditionally. Incoming calls may
be rejected and forwarded to voicemail.

Hunt Groups. Incoming calls sent to a predefined group/list, always starting with
the first member of the list and working down the list until a free member is
reached. Timers may be used to determine how long the call will go to each Hunt
Group member to await answer before transferring to the next member on the
list.

Inbound Fax. Faxes are fon'natted as PDF documents and sent to the user's

inbox. Manage inbound and outbound fax in the Crexendo Web interface screen.

Intercom. Ad-hoc communications tool that can quickly improve internal
company efficiencies. The benefit of Crexendo intercom calling is that the calls
are free.

Mobile Integration. Ability to forward calls to mobile phone, or transfer calls
back to any office extension. Crexendo Mobile Client allows extension to

desk'top interface to mobile phone. Pick up calls, make calls, one-touch transfer,

check voicemail and more through Crexendo Mobile client, which operates over
cell phone data plan.

Multiple Receptionist. Crexendo's solution allows for multiple receptionists.

Music on Hold/Company Messaging. Crexendo comes with music-on-hold and

the option to select from play lists. Record your own data and advertising to
upload and play for customers on hold.

Name Directory/Dial by first or last name of the person. Or dial by extension.
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28.

29.

30.

31.

32.

33.

36.

37.

38.

Night Mode. Night mode is a feature for companiesthat want to manually "turn
on" their phone system in the morning and manually turn it to night mode at the
end of the day.

Phone Number Porting. Local Number Portability (LNP) enables US customers
to transfer their existing telephone number (traditional, Internethascd, or cellular)
from one phone service provider to another. With Crexendo Customers can

request that numbers be ported rice ofcharge. Not all numbers are portable. And
ifa number is ported, one (DID) temporary number will be replaced by the
ported number.

Outbound Caller-ID Number. Change outbound Caller-ID number on a per-
extension basis. This allows Customers to block, reveal, or change the Caller-iD
of every extension in the office.

Outbound Fax. Supported when users purchase the Crexendo DTA Plan. The

Business Fax is ideal for outbound faxing. The Fax plan is for adding one or two
single-line devices including a fax machine or single line phone, or cordless
phone to digital phone plan.

Skills-Based Routing. Assign each agent a priority and the queue will distribute
calls to them accordingly.

Telecommuters. Employees can travel outside the office or between offices and
keep their same extension numbers.

Transfer to Voicemail. Transfer an incoming call directly to voicemail.

Unlimited Inbound Calling. Crexendo Cloud VOIP customers receive unlimited

inbound calls, free extension-to-extension, as well as calling to and from any
other Crexendo subscriber. Toll Free numbers can be added on for $3.99 per
month and 3.9¢ per minute.

Unlimited Outbound Calling. Unlimited outbound calling to any residential or

business telephone number in the United States and Canada. Calls to cell phones
are also included for the United States and Canada.

Upload Voice Prompts. Ability to upload highly professional pre-recorded voice
prompts.

Voicemail. Crexendo includes 1GB voicemail storage for voicemail or fax, per
user. Check your voicemail from your extension, from a coworker's extension, or

remotely from any phone. Also access voicemail online via the web management
portal.

Issued:

Issued By: Jeffrey Kom

Crexendo Business Solutions, Inc.
1615 South 52"d Street

Tempe, Arizona 85281
801-227-0004

Effective:



Crexendo Business Solutions, Inc.
SOUTH CAROLINA TARIFF NO. I

Sheet 33

Original

39. Voicemail to Email Notification. Voicemail messages can be sent to email as
notifications with attached audio (.wav files).

40. Web Admin/User Portal. A web-based admin portal can be accessed anywhere so
that the phone system can be easily controlled at any time.

3.2 Miscellaneous IP Voice Services

3.2.1 General

The features in this section are included in the Company's IP Voice Service offering. All
features are provided subject to availability. Features may not be available with all classes of
Service. Transmission levels may not be sufficient in all cases.

3.2.2 Directory Assistance (DA)

go Local and National Directory Assistance Service (411) is furnished upon Customer

request for assistance in determining telephone numbers. Customers will be charged for
all requests, including requests for listings that are not found and requests for numbers
not listed or published.

Bo

Directory Assistance Call Completion Service provides a Customer calling Directory
Assistance with the option of having the call to the last requested number completed. A
service message will inform the Customer that he or she may be connected to the
requested number automatically for a specified additional charge.

3.2.3 Directory Listing Services

The phone numbers obtained from Crexendo, unless otherwise required by tariff, will not be
listed in any telephone directories. However, if able to transfer a number it may be listed. Listing
of telephone numbers in published directories is the responsibility of the directory publishers and
Crexendo bears no responsibility for directory listings.

3.3 Trial Services

The Company may offer new services, not otherwise tariffed, from time to time on a trial basis subject to
Commission approval. Such trials are limited to a maximum of six months at which time the trial offering
must be either withdrawn or made available on a permanent basis.
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SECTION 4 - RATES

4.1 Service Connection and Related Charges

4.1.1 General

A. Any of all charges in this section may change from time to time. Please see the

Company's website (www.crexendotelecom.com) for the most current charges.

a. Nonrecurring charges may apply to Customer purchases and/or requests for connecting,
moving, or changing Service. These charges will be determined on an Individual Case

Basis (ICB) and will apply in addition to any other scheduled rates and charges that
otherwise apply under this tariff.

Co Charges for the connection, move, or change of Service may apply for work being
performed during the Company's normal business hours. If the Customer requests that
overtime labor be performed at a premises on the day or days of the week other than
normal work hours or on holidays, or interrupts work once it has begun, an additional
charge may apply based on the additional costs involved.

D. Changes in location of the Customer's Service from one premises to another may be
treated as new Service connections with the appropriate Service Charges applying.

Eo Connections, moves, or changes of Service that are incidental to connections, moves, or
changes of Crexendo high-speed modem data service and/or its cable television service

will not be subject to charges under this Schedule of Rates, but may be subject to charges
imposed by Crexendo pursuant to the cable modem subscriber agreement and/or the cable
television subscriber agreement.

F. A Service Connection Charge will apply when a party already subscribing to Crexendo
high-speed cable modem data service requests establishment of IP Voice Service. No

Service Connection Charge will apply in the case of a party requesting the initial
simultaneous establishment of both Crexendo high-speed cable modem data service and
IP Voice Service.

4.1.2 Rates and Charges

Crexendo 200 Phone Purchase
Crexendo 300 POE Phone Purchase
DSS Purchase

Crexendo DTA Adaptor Device Purchase
Third Party Equipment - Router
On Site Installation

$109.95

$204.95
$179.95
$99.95
$500.00
$1,490.00

Issued:

Issued By: Jeffrey Korn
Crexendo Business Solutions, Inc.

1615 South 52 _ Street

Tempe, Arizona 85281
801-227-0004

Effective:



Crexendo Business Solutions, Inc.
SOUTH CAROLINA TARIFF NO. 1

Sheet 35

Original

4.2 IP Voice Service Monthly Charges

4.2.1 General

Any or all charges in this section may change from time to time. Please see the Company's
website (www.crexendotelecom.com) for the most current charges.

4.2.2 Crexendo 800 Plan

Provides a business communication client for managing inbound calls, email, and voicemail
messages, plus an inbound toll-free number
Customerssubscribeon an annual subscription.

4.2.3 Crexendo 200 Plan

for small office and home office businesses.

Monthly Recurring Charge
$12.95

Provides unlimited local and long distance calling in the United States and Canada. Customers

subscribe on an annual subscription. Fair usage limits, defined as 5,000 minutes per device based
on inbound and outbound usage, apply on this plan. Includes Crexendo 200 Intemet Phone.

Monthly Recurring Charge
$39.95

4.2.4 Crexendo 300 Plan

Provides unlimited local and long distance calling in the United States and Canada. Customers
subscribe on an annual subscription. Fair usage limits, defined as 5,000 minutes per device based
on inbound and outbound usage, apply on this plan. Includes Crexendo 300 Intemet Phone

Monthly Recurring Charge
$49.95

4.2.5 Crexendo DTA Plan

Provides unlimited local and long distance calling in the United States and Canada. Customers

subscribe on an annual subscription. Fair usage limits, defined as 5,000 minutes per device based

on inbound and outbound usage, apply on this plan. Includes Crexendo Digital Telecom Adapter
(DTA).

Monthly Recurring Charge
$29.95
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4.2.6 Other Charges

Item Qu;llllit.v Ullit Price 'lot:ll Mottthh Price
CV-6igffd-o200Phone Rental 1 $7.75 $7.75
Crexendo 300 Phone Rental 1 $13.50 $13.50

DSS Rental 1 $8.95 $8.95

Crexendo DTA Adaptor Device 1 $7.50 $7.50
Rental

Concurrent Call Connections 4 $29.95 $119.80

Unlimited Call Bursting 1 $17.97 $17.97
Unlimited Extension $4.95

International Minute Usage

Toll Free Lines 1 $3.99
Extra DIDs 1 $3.99

1 $0.03

Toll Free Minute Usage $0.03

$29.70
$3.99
$3.99

4.3 Promotional Offerings

From time to time, the Company may elect to offer promotional programs. A promotional program may
not waive any surcharge the Company is required to assess by Rule adopted by a State Agency or by
statute. Promotional programs offered shall not alter any term or condition of any service except with
regard to the rate charged for the service.

4A Markelim,

As a telephone utility under the regulation of the Public Service Commission of South Carolina,

Company hereby asserts and affirms that as a provider of intrastate telecommunications service, Company
will not indulge or participate in deceptive or misleading telecommunications marketing practices to the
detriment of consumers in South Carolina, and Company will comply with those marketing
procedures, if any, set forth by the Commission. Additionally, Company will be responsible for the
marketing practices of its contracted telemarketers for compliance with this provision. Company
understands that violation of this provision could result in a rule to Show Cause as to the withdrawal of its

certification to complete intrastate telecommunications traffic within the state of South Carolina.

4.5 Individual Case Basis (ICB) Charges

ICB pricing will be developed and used for special circumstances and Services that are not listed in this

Tariff or as part of the Company's normal service offerings. ICB rates for similarly situated Customers
shall be offered on a fair, equitable and nondiscriminatory basis.

Issued: Effective:

Issued By: Jeffrey Kom
Crexendo Business Solutions, Inc.

1615 South 52 _ Street

Tempe, Arizona 85281
801-227-0004
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